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CONTRACTS FOR RENTAL OF AUTOMOBILES BY 
BUREAU OF INDIAN AFFAIRS 


TUESDAY, JUNE 21, 1955 


House oF REPRESENTATIVES, 
SUBCOMMITTEE ON PuBiic WorKs AND RESOURCES 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D. C. 

The subcommittee met, pursuant to call, at 11:10 a. m., in room 
1501, New House Office Building, Representative Earl Chudoff (chair- 
man of the subcommittee) presiding. 

Present: Representatives Earl Chudoff (presiding), Robert H. 
Mollohan, John E. Moss, and William E. Minshall. 

Also present: James A. Lanigan, committee counsel, and John B. 
O’Brien, Jr., staff investigator. 

Mr. Cuuporr. The subcommittee will be in order. 

As is our practice, the committee will make an opening statement 
for the record. 

The Public Works and Resources Subcommittee of the House 
Government Operations Committee has been assigned the task of 
examining the operations of the Interior Department and related 
agencies from the standpoint of economy and efficiency. 

In the hearing today, we shall receive testimony concerning the 
circumstances under which the Bureau of Indian Affairs negotiated, 
without competitive bidding, a leasing agreement for passenger ve- 
hicles. In addition, consideration will be given to the question whether 
the leasing of passenger vehicles may be a loophole whereby it would 
be possible to circumvent the expressed policy of Congress as to the 
number of new vehicles which may be obtained. 

There will be received testimony relating to the invitations to bid 
issued by the Bureau of Indian Affairs calling for the delivery of 39 
passenger-carrying vehicles, with not more than 15,000 miles alre -ady 
on them, for use at the United Pueblo Agency, Albuquerque, N. Mex., 
and the Cherokee Indian Agency, Cherokee, N.C. Consideration will 
be given as to whether the special equipment, color and delivery 
requirements precluded the receipt of competitive bids. 

The subcommittee is not unmindful of the problems which arise in 
the administration of the various agencies. However, the operations 
of any Government agency must always be consistent and in accord- 
ance with the laws of the United States and the mandates of the 
Congress. 

Now, our first witness will be Mr. Owen Kane, Jr., of the General 
Accounting Office. 
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Mr. Kane. I have two gentlemen whom I would like to have sit with 
me, Mr. Chairman. They are Mr. John Moore, attorney, Office of 
the General Counsel, and Mr. Max Hirschhorn, Division of Audits. 

Mr. Cuuporr. Mr. Kane, do you solemnly swear the testimony 
you give before this subcommittee will be the truth, the whole truth 
and nothing but the truth, so help you God? 

Mr. Kane. I do, Mr. Chairman. 

Mr. Chairman, it certainly is a personal privilege to appear before 
your committee again. 

Mr. Cuuporr. Proceed with your statement, Mr. Kane. 


TESTIMONY OF OWEN A. KANE, JR., LEGISLATIVE ATTORNEY, 
OFFICE OF THE COMPTROLLER GENERAL 


Mr. Kane. Mr. Chairman and members of the subcommittee, we are 
pleased to be here this morning to discuss the automobile lease agree- 
ment of the Department of the Interior on which we furnished a report 
to your committee April 27, 1955, at your request. 

You informed us in a letter dated March 30, 1955, that the attention 
of the subcommittee had been directed to an agreement dated Sep- 
tember 10, 1954, between Mr. D. L. Peterson and the Bureau of Indian 
Affairs for the leasing of a number of motor vehicles. You asked 
that we examine the lease and furnish our views with respect to 11 
specific questions on the arrangement. This we did in our letter 
of April 27, 1955, and simultaneously advised the Secretary of the 
Interior immediately to terminate the lease because it was void. 

The lease in question was an agreement with Mr. D. L. Peterson, 
operating pursuant to a trustee arrangement involving the Mutual 
Life Insurance Co. and Peterson, Howell, & Heather, Inc., of Balti- 
more, Md., which we understand is one of the largest national lessors 
of motor vehicles. It leases cars to large commercial firms such as 
National Biscuit Co. Du Pont, and Carnation Milk Co., with ap- 
proximately 20,000 vehicles under lease. 

Except for minor deviations, the lease agreement appears to embody 
the standard form of contract used by that firm. 

Basically, the agreement required the contractor to furnish any 
number of vehicles the parties might agree upon to the Bureau of 
Indian Affairs on a lease arrangement. 

Actually, they obtained five at Cherokee, N. C., and 34 for use at 
Albuquerque, N. Mex. 

The Government agreed to pay rental for the use of each car at 
the rate of 21% percent per month on the original cost of the vehicle 
to the contractor for the first year, plus public liability and property 
damage insurance ($2.45 per car per month in the State of New 
Mexico to $4.55 in North Carolina), and a minor charge assessed in 
connection with the issuance of trust certificates on each vehicle. The 
rental rate decreased to 2.38 percent for the second year, 2.26 percent 
for the third year, and 2.14 percent until the end of the 50th month. 
Thereafter, just a flat $3 per month. 

The charge of 214 percent per month included 2 percent for depre- 
ciation. We understand that the balance was split on a 2 to 1 basis 
between costs of financing and services rendered (overhead and profit). 
Thus, for the first year, one-third of 1 percent per month, or 4 percent 


an tain Bagless 


sti COBEN EO ae 


fee hl etn he OEE AR TOTO 


CONTRACTS FOR RENTAL OF AUTOMOBILES 3 


per year, was for financing and one-sixth of 1 percent, or 2 percent 
per year, was for contractor’s services. 

In addition, a very significant adjustment was required whereby 
upon final settlement the contractor would recoup the original cost of 
the vehicle. In determining whether the Government would receive 
a refund or be required to pay additional rent there would be taken 
into consideration the net proceeds received when the car was sold by 
the corporation, plus 2 percent of the original cost of the vehicle 
multiplied by the number of months (not to exceed 50 months) for 
which monthly rental had been paid, and any retroactive volume dis- 
count allocated to the vehicle. If these three items exceeded the origi- 
nal cost of the vehicle, such excess would have been refunded to the 
Government. If the total of the items was less than the original cost 
of the vehicle, the Government would have had to pay the deficiency. 

An additional cost factor to the Government was the requirement 
in section 9 of the lease that vehicles returned to the lessor shall remain 
subject to the lease pending sale but not to exceed 60 days. Thus, 
under the provisions of the lease, the cost to the Government per 
vehicle could not be determined until the vehicle was sold. 

The Government agreed to bear all titling and registration fees, 
and by a separate contract with the lessor agreed to pay $1 per month 
per vehicle for this and certain other management services, including 
the placement of insurance on the cars. The operation and mainte- 
nance expenses were to be borne by the Government. 

The legal problems surrounding the lease arrangement are as 
follows: 

As early as 1914 the Congress concerned itself with motor vehicle 
utilization in the departments and agencies and has fixed definite 
guidelines by general statute and in the annual appropriation acts. 

Thus, by the act of July 16, 1914, as amended (5 U.S. C. 78), it 
was provided that unless specifically authorized by the appropriation 
concerned or other law, no appropriation shall be expended to pur- 
chase or hire passenger motor vehicles for any branch of the Govern- 
ment other than those for the use of the President of the United 
States, the secretaries to the President, or the heads of the executive 
departments. It also prohibited the purchase of any passenger motor 
vehicles (exclusive of buses, ambulances, and station wagons) at a 
cost, completely equipped for operation and including the value of 
any vehicle exchanged, in excess of the maximum price therefor, 
if any, established pursuant to law by a Government agency, but in 
no event more than such amount as may be specified in an appropria- 
tion or other act. 

Therefore, there is no general restriction relating to the number 
of vehicles to be hired or to the cost of the rented vehicles. All that 
was required of the Department of Interior was that it have authority 
to hire passenger motor vehicles. 

In this respect, the Department of the Interior had authority for 
both the purchase and hire of passenger motor vehicles. It was con- 
tained in sections 106 and 107 of the Interior Department Appropria- 
tion Act, 1955, Public Law 465, approved July 1, 1954 (68 Stat. 361, 
374), which provide as follows: 


Seo. 106. Appropriations made in this Act shall be available for * * * hire of 
passenger motor vehicles; * * * 
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Sec. 107. Funds appropriated in this title shall be available for the purchase 
= not to exceed 227 passenger motor vehicles (including one at not to exceed 

2,750) of which 200 shall be for replacement only ; and the Secretary is author- 
ro. to make such transfers of motor vehicles, between bureaus and offices, with- 
out transfer of funds, as may be required in carrying out the operations of the 
Department. 


Therefore, the only question was whether the hiring had been ac- 
complished in accordance with the law governing the aw: arding of 
contracts. In this case, the lease was subject to the provisions of sec- 


tion 3709, Revised Statutes, as amended (41 U.S. C. 5) which provides 
as follows: 


Unless otherwise provided in the appropriation concerned or other law, pur- 
chases and contracts for supplies or services for the Government may be made 
or entered into only after advertising a sufficient time previously for proposals, 
except (1) when the amount involved in any one case does not exceed $500, (2) 
when the public exigencies require the immediate delivery of the articles or per- 
formance of the service, (3) when only one source of supply is available and the 
Government purchasing or contracting officer shall so certify, or (4) when the 
services are required to be performed by the contractor in person and are (A) 
of a technical and professional nature or (B) under Government supervision 
and paid for on a time basis. * * * 


Mr. Chairman, it has been frequently held by the courts and by the 
accounting officers of the United States that the provisions of this 
statute are designed to give all potential bidders equal right to com- 
pete for Government business; secure for the Government the benefits 
which flow from competition; to prevent unjust favoritism by repre- 
sentatives of the Government in making purchases on public account; 
and, finally, to prevent collusion and fraud in procuring supplies and 
letting contracts. 

The lease we are discussing was executed without advertising alleg- 
edly on the basis that the lessor was the only source of supply. 

The following justification is shown on the Statement and Certifi- 
cate of Award, Standard Form No. 1036, that accompanied the 
contract : 

Prior to entering into this contract, informal contracts were made with the 
only companies known to be engaged in renting cars on a nationwide basis; 
also with Mr. Hanson of the General Services Administration, with whom the 


subject was discussed. As a result of this effort, the following prices, based on 
the operation of a motor vehicle 1,000 miles per month, were obtained: 


Minimum total 
per month 


1. Hertz Drive-Ur-Self System: $100 per month plus $60 mileage plus 
I OTE RN Oa a i nl ed cla $170. 00 
2. National Car Rental System: $92.50 per month plus pure hase of gas__ 102.50 
3. Avis Rent-A-Car System: $92.50 per month plus purchase of gas_____ 102. 50 
4, Peterson, Howell & Heather, Inc., for D. L. Peterson, trustee: $40 per 
month ‘pive Gieraliad GR issn cies mete dnwccnitnceuwiew 64. 00 


Thus it was established that the best offer received as to price was that of 
Peterson, Howell & Heather, Inc., which was approximately 3314 percent less 
than the 2 next lower quotations received. 

Having informally determined that a lease with Peterson, Howell & Heather, 
Inc., for D. L. Peterson, trustee, was cheapest to the Government, the contract 
was negotiated because D. L. Peterson, trustee, is the only organization known 
to be leasing trustee-purchased vehicles. This trustee-purchased aspect is the 
basis for Peterson, Howell & Heather, Inc.’s offer being so much lower as to 
price than other rental agencies. 


The Bureau contended, in a letter dated April 18, 1955, to the 
Comptroller General, in response to our request for their authority to 
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negotiate the agreement, that advertising under the circumstances 
existing at the time the lease was executed would have served no use- 
ful purpose and therefore was not necessary. 

Reference is made by the Department to a few decisions of the ac- 
counting officers and opinions of the Attorney General wherein it was 
concluded that advertising would serve no useful pur pose. 

However, as the Comptroller General pointed out in his letter to 
the Secretary, in those cases it was clear beyond any reasonable doubt 
that advertising would be a fruitless effort. Furthermore, in most of 
those cases, there actually had been formal advertising with no results. 

In the present case there was no administrative determination of 
the conditions under which the Government desired to lease the ve- 
hicles and a solicitation of bids on that basis. Thus, the bid figures 
given above were not the results of true competition. 

Furthermore, competition is apparently available in connection 
with the rental of vehicles. Price alone is not determinative of 
whether there should or should not be advertising. Even if it were 
established that lower prices were obtainable under the instant lease, 
that would not, in itself, justify a disregard of the legislative man- 
date that “all purchases and contracts for supplies and services,” 
subject to certain enumerated exceptions, “be made after advertising.” 

The courts have held the requirements of section 3709, Revised 
Statutes, to be mandatory and that any purported contract under- 
taken without compliance with its provisions is void (Schneider v. 
United States, 19 C. Cls. 547-51; Purcell Envelope Company v. United 
States, 51 C. Cls. 211014). In the latter case it was stated: 

* * * This court has held, except in certain cases of exigency, that all con- 
tracts between individuals and the Government are void unless they are made 
upon advertisements for proposals previously published, and that a compliance 
with such statutes is a condition precedent, upon the performance of which only 
can a binding contract with the Government be made by its officers. It acts 
by its public officers, and their powers and duties are prescribed and limited by 
laws which they must follow. 

Hence, although the Department has ample automobile hiring 
authority, the lease here involved was void and the Secretary of the 
Interior was advised by special letter to terminate any services or 
transactions under the lease. 

That concludes my statement. I have one comment I would like 
to add, Mr. Chairman. 

We understand the Department did cancel the contract and, in order 
to meet their needs for automobiles, have made arrangements with 
the contractor to continue leasing of the automobiles under emergency 
authority of section 3709. 

Now, as a postlude to this, the Department issued invitations for 
bids for supplying automobiles on which a protest has been made to 
the General Accounting Office by an interested bidder, which is now 
under consideration. 

In addition, the Department of Interior has submitted to the Comp- 
troller General for his consideration the invitation to bid, asking 
whether or not it may be in violation of the law as restrictive. We 
have that matter under consideration at the present time, Mr. 
Chairman. 

Of course, that is fundamentally a judicial process of making a 
decision. We are not acting hastily on it because it is too important. 
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We understand the Department is going to send over to us the bids 
that were actually received in order for us to give careful and fullest 
consideration to the case. 

Thank you, Mr. Chairman. 

Mr. Cuvuporr. Thank you, very much, Mr. Kane. 

Now, Mr. Kane, will you sit back until such time as we complete 
our questioning of Mr. Howell? 

Mr. Kane. Yes, indeed. 

Mr. Cuuporr. Mr. Harley W. Howell. 

Would you take the same seat that Mr. Kane had, please ? 

Do you solemnly swear that the testimony you are about to give 
before this subcommittee shall be the truth, the whole truth, and 
nothing but the truth, so help you God? 

Mr. Howe tt. I do. 

Mr. Cuuporr. Mr. Howell, are you represented by counsel ? 

Mr. Howe tt. Yes, sir. 

Mr. Cuvuporr. And what is your counselor’s name, for the record, 
please ? 

Mr. Howe... Mr. Larry Fenneman. 

Mr. Cuuporr. Mr, Fenneman, would you please state your full 
name and address for the record ? 

Mr. Fenneman. Lawrence B. Fenneman, 52 Iglehart Building, 
100 St. Paul Street, Baltimore, Md. 

Mr. Cuuporr. Mr. Lanigan, will you proceed ? 


TESTIMONY OF HARLEY W. HOWELL, EXECUTIVE VICE PRESI- 
DENT, PETERSON, HOWELL & HEATHER, INC., BALTIMORE, MD. ; 
ACCOMPANIED BY LAWRENCE B. FENNEMAN, COUNSEL TO 
HARLEY W. HOWELL; WILBUR E. WEBSTER, JR., MANAGER, 
SPECIAL SERVICES, PETERSON, HOWELL & HEATHER, INC.; AND 
JOHN S. LALLEY, MANAGER, SALES PROMOTION, PETERSON, 
HOWELL & HEATHER, INC. 


Mr. Lanican. Will you state your full name, position, and descrip- 
tion of your duties? 

Mr. Howey. Harley W. Howell, executive vice president in charge 
of service for Peterson, Howell & Heather, a fleet management con- 
cern in Baltimore, Md. 

My primary job is to service the contracts for leasing and company- 
owned fleet management as executed by our company. Iam in lines 
of the people who handle the purchase and sale of all of the vehicles, 
who handle the recordkeeping and statistical functions for our busi- 
ness, which is in itself a rather large operation; the purchase of insur- 
ance, when needed; the handling of the purchasing arrangements for 
tires and tubes; development of operating manuals and procedures on 
the efficient and economical operation of fleets of passenger cars; and 
various other details in that connection. 

Mr. Lanican. When your company enters into a leasing agreement 
with a lessee, is the lease made in the name of Peterson, Howell & 
Heather or in name of D. L. Peterson, trustee ? 

Mr. Howe... D. L. Peterson, trustee. That is one of our leasing 
companies. ‘That is the one we are discussing. 
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Mr. Lanican. Had D. L. Peterson, trustee, ever entered into a 
contract to rent passenger vehicles to the Federal Government prior 
to the leasing agreement with the Bureau of Indian Affairs, dated 
September 10, 1954? 

{r. Howe. No, sir. 

Mr. Lanican. Has D. L. Peterson submitted any bid for supplying 
passenger vehicles to the Federal Government? 

Mr. Howe. A current bid, yes. 

Mr. Laniean. You have one with the Bureau of Indian Affairs at 
the present time? 

Mr. Howey. Yes, sir. We responded to the current invitation to 
bid. 

Mr. Lanican. That is the only time you have ever bid on a Gov- 
ernment contract ? 

Mr. Howexu. That is correct. 

Mr. Laniean. Does your company submit bids for supplying ve- 
hicles to private corporations ? 

Mr. Howey. Do we bid? 

Mr. Laniean. Yes. 

Mr. Howe. No, we negotiate, I would say. Wedon’t submit a for- 
mal bid. We meet with a group of executives, such as might be 
around this table, and we explain our method of operation and its 
cost, and presumably they call in as many additional competing con- 
cerns as as wish to and they decide whether they want our type 
of services or somebody else’s type of services. 

Mr. Lanigan. Do you have a policy against submitting formal bids 
in competition with private corporations? 

Mr. Howe... No, it isn’t a common practice to submit bids in a 
matter of thiskind. Weare selling a management idea as much as we 
are selling the idea of leasing. My concern doesn’t care particularly 
whether a company leases its equipment or owns it. Weare primarily 
a management concern. I am speaking now in my capacity as an 
officer of Peterson, Howell & Heather, Inc. 

Mr. Laniegan. Would you tell us how you came to discuss the leas- 
ing of passenger vehicles to the Bureau of Indian Affairs? 

Mr. Howetz. Yes. Your letter of invitation to attend this meeting, 
Mr. Chairman, asked that we bring our files, which I have done, and 
I have also taken this step in order to eliminate, perhaps, any fum- 
bling in looking for files to summarize some of them. So I would 
like to read those things, if I may, which are germane to the discus- 
sion, and this one is. 

Monday, August 16, 1954, Paul V. Murphy of the Bureau of Indian 
Affairs telephoned and invited me to meet with him and his associates 
in Washington for the purpose of discussing their fleet problems. 
Mr. Murphy said that he had obtained my name and the name of 
my company from GSA. My first reaction was that this was a 
routine request by another Government body for information about 
our fleet policies and procedures. 

We have shared information with GSA and various Government de- 
partments over a period of years. In fact, we were one of the com- 
panies mentioned in GSA’s Proposal for Improving Federal Motor 
Vehicle Management, dated March 1954, containing recommendations 
for reducing fleet costs by adopting certain practices and procedures 
being followed by ourselves and others in private industry. 
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Wednesday, August 18, 1954, I attended a meeting in Washington 
at which the following were present from the Bureau: L. V. Langan, 
D. J. Proulx, and Paul V. Murphy. I believe others may have been 
present, but I didn’t obtain their names at that time. 

Mr. Langan opened the discussion with a general statement to the 
effect that the Bureau of Indian Affairs was seeking to reduce expenses 
in many ways and was conducting studies to see where economies 
might be made. He indicated that one of the objectives was to deter- 
mine whether or not private industry could perform some of the 
functions of the Bureau at lower cost, and that one of those functions 
being analyzed was the problem of transportation. Am I getting 
off the reservation ? 

Mr. Cuuporr. Go ahead. 

Mr. Hower. Mr. Langan also said that the Bureau had obtained 
approval to conduct an experiment with leased cars; that neither he 
nor other members present had any predetermined ideas in mind; 
that their purpose in asking me to meet with them was to find out 
what kind of services we have to offer. 

I explained to the Bureau the plan we had developed for private 
industry and stated that we would be glad to make the plan available 
to the Bureau on the same terms. I further stated that we had never 
been interested in attempting to sell Government bodies because we 
wanted to avoid the redtape which we felt was almost certain to 
become involved in an operation like ours and which would make the 
entire plan impractical, from our point of view. Does that answer 
your question, sir? 

Mr. Laniean. Yes. I have some more along that line. 

Mr. Howe tt. All right. 

Mr. Laniean. When Mr. Langan came to discuss the matter with 
vou, did he state that the Bureau of Indian Affairs was looking for 
ways and means to turn over to private enterprise anything it could do 
as well or better than the Bureau? 

Mr. Howe. Yes, sir. 

Mr. Lanican. In your discussions with the representatives of the 
Bureau of Indian Affairs, did you make any statement as to whether 
or not Peterson, Howell & Heather would submit bids? 

Mr. Howett. The question was not asked, I believe. 
you mean? At our initial conversation ? 

Mr. Laniean. At that time or any subsequent time. 

Mr. Howety. Well, after the contract was voided, we had a dis: 
cussion on the subject of bids, and I was asked if Peterson, Howell 
& Heather would submit a bid, and I said we would not know until 
we saw the bid—the invitation, rather—because I couldn’t answer 
that in advance; and, moreover, it was a policy question that I would 
have to take up with my associates and with the Mutual Life of New 
York. 

Mr. Lantean. I have here a summary of a long-distance conversa- 
tion of September 22, 1954, between Mr. Peterson and Stuart F. Sillo- 
way of the Mutual Life Insurance Co. of New York, and I would like 
to read you a paragraph of that. You may not know this of your 
own knowledge, and we will ask you and see. This is a statement 
involving Mr. Peterson and Mr. Silloway, signed by Mr. Peterson. 


At that time 


However, they both realized that to take such a position— 
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that is, not to talk to the Government about it— 


with the United States Government would be an unpatriotic and improper 
move in view of the fact that we were not soliciting this business from the 
Government, but the Government had come to us asking for cooperation. We 
presented no bids to the United States Government, and we would not make 
any bid for this leasing arrangement. . It is our policy not to bid on any job for 
anybody, and this includes the Government. We have a service to render 
which is available to the Government at the same rate that we offer this service 
to large corporations. We have no special service for the Government and 
we are not soliciting Government work. We do feel, however, that we should 
cooperate with the Government if the Government solicits our cooperation. 

Now, in that paragraph in this memorandum signed by Mr. Peter- 
son, the statement is made that it is not your policy to bid on any job 
and that includes the Government. Now, then, were you aware of that 
policy ? 

Mr. Howe. Yes, sir. Don’t forget that this memorandum is 
dated September 23. 

Mr. Laniean. That is why I asked you if at any subsequent time 
there had been anything stated. Do you know whether that policy 
was ever told to the representatives of the Bureau of Indian Affairs? 

Mr. Howe tt. I don’t believe it was ever told to them in writing. 
I may have made the statement myself to them, yes, orally, in the 
first meeting. 

I wouldn’t say that I haven’t because it was our policy, and we 
don’t believe we have the kind of service that lends itself well to 
bidding. 

Mr. Lanican. Now, in your discussions with the Bureau of Indian 
Affairs, was there any discussion regarding the possibility of there 
being other companies which would lease on a basis somewhat similar 
to yours to the Bureau of Indian Affairs? 

Mr. Howe tt. Not particularly, no. I was there for the purpose 
of explaining what we did and not what someone else did or might 
not do. 

Mr. Lanican. But, was there any discussion as to whether there 
were other possible competitors ? 

Mr. Howett. Well, now, I am speaking from memory—yes, there 
probably was some discussion about other competitors, but do you 
mean whether we discussed the possibility of other companies pur- 
porting to render the same service we do? 

Mr. Lanican. Yes. 

Mr. Howexzt. What do you do when you don’t know? 

Mr. Lanican. Well, just say so, Mr. Howell. 

Mr. Howett. I am at a loss to remember whether there was or not. 
I don’t believe there was but there may have been. Of course, we 
believe that there are certain aspects of our services for which there 
is no competition, and I don’t believe that part of it would have been 
discussed at that time. I am afraid I am not answering your ques- 
tion very well. 

Mr. Lanican. Let’s put it this way: Did you know of the ex- 
istence of the Rollins Fleet Leasing Co. at that time? 

Mr. Hower. Oh, yes, they are old friends of ours; certainly. 

Mr. Laniean. Do you recall now whether at any time any employ- 
ee of the Bureau of Indian Affairs, before the lease was issued, asked 
you whether there was some other company that might want to 
compete on this type of a bid? 
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Mr. Howe... I believe I remember that Rollins specifically was 
mentioned, yes, now that you mention it. But he has an entirely 
different type of plan from ours. We don’t consider him to be com- 
petition to our type of plan. Don’t misunderstand me, I am not 
attempting to belittle a competitor. 

Mr. Lanican. Now, you say Rollins was mentioned. How did 
the name Rollins come to be mentioned ? 

Mr. Howe ut. It came to be mentioned in a conversation that came 
up later in which it was told to me as a matter of interest that Mr. 
Rollins was going to pay a visit to the Bureau of Indian Affairs 
for the purpose of presenting his plan to them. That’s all. 

Mr. Laniean. When was this told to you, do you recall ? 

Mr. Howett. No, sir, it was weeks after my first contact with the 
Bureau of Indian Affairs. 

Mr. Lantean. Was it before the contract was entered into? 

Mr. Howe tt. I doubt it very seriously. 

Mr. Lanitcan. And who told you that? 

Mr. Howe tt. Mr. Proulx. 

Mr. Laniean. Now, during your discussions with the representa- 
tives of the Bureau of Indian Affairs, was any mention made as to 
the number of vehicles which were to be leased ? 

Mr. Howe t. In the beginning, no; later, yes. In the beginning 
we were talking about their overall problem which had to do with 
some 1,300 passenger cars and several thousand trucks, and our plan 
is of such nature as to have been able to embrace the entire fleet, so 
we discussed the entire problem. We soon narrowed it down to 
passenger cars, and numbers were not discussed in the first meet- 
ing, I don’t believe. 

Mr. Lanican. At what time were the numbers of cars to be leased 
discussed ? 

Mr. Howe... I would like to retract one statement I made a moment 
ago that we never talked about numbers at the first meeting. 

‘We did to this extent: We talked about 2 locations and we talked 
about an experiment in 2 locations which would narrow it down con- 
siderably from this larger number of cars and trucks in the Bureau 
fleet to whatever number was in these 2 locations; Cherokee and 
Albuquerque having been mentioned. I also believe one or two others 
were mentioned as a possibility because perhaps they hadn’t decided 
then where the experiment would be conducted, 

Mr. Langan. I noticed in paragraph 2 of the leasing agreement— 
I might say we will put these in evidence when we have Mr. Kane 
back on, to get it back in order—the following language is contained : 

The number of vehicles to be leased shall be as from time to time agreed upon 
between the lessee and Peterson, Howell & Heather. 

Now, why was the number of cars to be leased left open? 

Mr. Howetu. It always is in our standard lease. 

Mr. Laniean. That is your standard contract? 

Mr. Howry. Yes. Our standard contract reads that same way 
precisely. Our standard lease, however, requires that not less than 
100 vehicles shall be leased hereunder during the first 12 months, 

We did delete that requirement from the standard lease. 

I might say here that we were at no time prepared to lease in excess 
of 50 cars to the Bureau because it was determined by the Mutual 
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Life of New York that they had no authority to lease in excess of 
that number, and they asked us to hold it down; so we had no—— 

Mr. Lanican. How was this determination made by Mutual Life 
of New York? Was it a written determination ? 

Mr. Howe tt. Yes, sir. It believe it was. They referred the 
plan to counsel and counsel determined that the Bureau had the 
authority—I believe it was the same authority that was cited in Mr. 
Kane’s memorandum. They found the same authority. 

Mr. FenneEMAN. Wait just a minute. I think you could answer 
this more specifically. 

Mr. Howetu. On October 4, I received a letter addressed to me. 

Some of this correspondence was addressed to Mr. Peterson, some 
to me; but this one was addressed to me, stating that— 
Our position is, we are prepared to go forward with the Bureau on the basis 
of a contract with the letter of interpretation suggested and with the under- 
standing with them that they are to hire not more than 50 cars until this matter 
is cleared up. 

Mr, FenNNeMAN. You might read the whole letter because it refers 
to some other things. 

Mr. Howe tt (reading) : 

As a practical matter, I should think it would be no problem since they intend 
to proceed slowly. As soon as some of the bills have been cleared through the 
Comptroller General’s department, it should be possible to get a ruling from 
the Comptroller General. Mr. Proulx feels that it would present no problem 
provided we wait until spring before seeking it. He suggests we ask for the 
ruling about April 1 with the expectation that it would come through before the 
end of this fiscal year. 

Mr. Laniean. Now, did you receive any advice from Mutual Life 
Insurance Company of New York regarding the cost of the vehicles 
to be made available to the Bureau of Indian Affairs ? 

Mr. Howetxt. You mean as to the money value ? 

Mr. Laniean. Yes. 

Mr. Howe tu. That is left to our discretion. 

Mr. Laniean. Now, the ruling of Mutual of New York on the num- 
ber of vehicles was based upon the limitation in the appropriations 
act on the number of vehicles that the Bureau could acquire. Is that 
not correct ? 

Mr. Howex.. I believe so. 

Mr. Lanican. But Mutual did not give consideration to the provi- 
sions of law which limit the price the Government may pay for 
automobiles ? 

Mr. Howe. The price? 

Mr. LaniGan. Yes. 

Mr. Howetn. No, sir. 

Mr. LanieaNn. In your discussions with the representatives of the 
Bureau of Indian Affairs, did anyone in the Bureau make any sug- 
gestion regarding publicity to be given to this transaction ? 

Mr. Howetu. The question of publicity was discussed. I believe— 
at the time the contract was signed someone took a picture of the 
signing and I told whoever it was that took the picture that if they 
would supply me with a copy of it, I would run it in our weekly news- 
letter, which is a publication that we get out to our own clients, and 
that was subsequently done. 

Mr. Lantean. Did you have any understanding with Mr. Peterson 
or with the representatives of Mutual of New York to the effect that 
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publicity would be given or withheld as directed to conform with the 
wishes of the Bureau of Indian Affairs ? 

Mr. Howett. I think so. It was their experiment. It was their 
show, and we saw no reason to publicize something which was still 
in the nature of an experiment, which may or may not work out. 

Mr. Laniean. Did you discuss the matter of publicity with the 
Bureau of Indian Affairs ? 

Mr. Howeut. Oh, yes, because we were asked to by the publicity de- 
partment of Mutual Life of New York. 

Mr. Lanican. With whom did you discuss it ? 

Mr. Howetn. Mr. Proulx. He said, as I recall, to do as we saw fit. 

Mr. Lanican. He gave you a free hand on that ? 

Mr. Howe tt. Yes, sir. 

Mr. Laniean. Could you explain to us what occurred after April 
or immediately after April 27, when the Comptroller General declared 
the contract void 4 

Mr. Howe... Yes, sir; I would like to read that from this summary 
of our files that I have prepared. Wednesday, April 27, 1955, Mr. 
Proulx, after attempting to reach me at the office, finally reached me 
at home in the evening, to notify me that the Comptroller General had 
declared the agreement void. He suggested that I meet with him in 
Washington the following day to discuss the problems arising from 
the cancellation. 

Thursday, April 28, 1955, John Lalley, of our office, and I visited 
the Bureau where we met with Mr. Proulx, Mr. Lanigan, and Mr. 
Greenwood. Together we reviewed the Comptroller General’s letter 
of April 27 notifying Secretary Emmons of his action. 

The action was taken on the grounds that the— 

Agreement was negotiated without competitive bidding, on the basis that the 
lessor was the only source of supply * * *. 

We also reviewed the draft copy of a purported press release issued 
by the House Government Operations Committee, in which Congress- 
man Chudoff was quoted as saying that he— 
has been probing a deal made by the Bureau of Indian Affairs to lease automobiles 
without competitive bidding and apparently in a number exceeding the allotment 


made by Congress in the Interior Department’s appropriation * * * not only 
that, but we are of the opinion that we believe leasing of cars would be more 


costly to the Government, but found that the law had been violated * * *. 

We discussed the problems involved in preparing an invitation to 
bid for services of the type rendered by P. H. & H. I pointed out 
that P. H. & H.’s business had to do with entire fleets of cars and 
not with individual cars or segments. 

Further, I pointed out that in entering into this agreement, our 
motive was to assist the Bureau in determining to what extent private 
industry might be of assistance to them in their efforts to reduce costs. 

I was asked if P. H. & H. would respond to an invitation to bid. 
I said that it would depend upon how the invitation was drawn and 
that we would not be interested in changing our plan, but we had a 
continuing interest in cooperating with the Bureau and would submit 
a bid if we could possibly do so. 

We then discussed some of the problems in preparing an invita- 
tion that would be fair not only to any company purporting to ren- 
der a service comparable to ours, but also any of the numerous flat- 
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rate rental companies, and any other person or company who wanted 
to submit a bid. 

We were advised that the 39 cars were available for us to pick up at 
the Albuquerque and Cherokee locations, that they were stored in 
locked, fenced-in areas, and that there was no possibility of anyone 
driving the cars until they were picked up by the dealers. We needed 
this information for insurance purposes. 

We discussed the practical problem of how the Bureau of Indian 
Affairs might obtain substitute trans portation, and it was agreed that 
we would continue to study this problem in an effort to find a prac- 
tical solution. 

Counsel suggests that I be asked to read this memorandum which 
I prepared which brings in these other aspects and other portions of 
our services at this time. We keep referring back to them. Would 
you like me to do so? 

Mr. Cuuporr. Well, if you think it will explain the problem and 
the facts, yes. 

Mr. Howe. I believe it will. 

Mr. Cuupvorr. I have no objection to your bringing in anything 
which will serve your purpose. 

Mr. Howe tt. It is entitled, “Some Comments on Termination of 
Lease.” 

The Comptroller General’s letter of April 27 states: 

“In the present case there was no administrative determination of the condi- 
tions under ir 

Mr. Cuuporr. I don’t want to interrupt the witness, but I would 
like to dispense with his testimony as fast as possible. If this is a 
statement that is going to give us facts that are going to make us 
better understand the problem, I will be very happy to hear it; but if 
it is a brief to defend your position, this is not a court of law nor 
do we make a decision. All we are is a factfinding body. 

Mr. Fenneman. Mr. Chairman, we have nothing to say in defense 
of any position. We are here to explain and to be of assistance. We 
do not feel that we are in a defensive position, if the chairman please. 

Mr. Cuuporr. We are not sitting in judgment of your company, as 
this is a factfinding body. 

As a matter of fact, all congressional investigating committees are 
factfinding bodies. We get the facts from every place we can get 
them, from you or from ‘anybody else who wants to come in, after 
which we make certain recommendations. 

Mr. Howeut. Very good. Then I would very much like to read 
this memorandum. This i is quoting the Comptroller General’s letter 
of April 27, which is the only document that I have seen pertaining 
to the cancellation of the lease. 





“In the present case there was no administrative determination of the condi- 
tions under which the Government desired to lease the vehicles and a solicitation 
of bids on that basis. 

“Since this lease was negotiated without competitive bidding * * * we have 
no alternative but to consider it void. Accordingly, all services or transactions 
under the lease should be terminated immediately.” 

While it may not have been impossible for the Bureau to have determined in 
advance the conditions under which it desired to lease the vehicles, it would have 
been, and still is, difficult. 
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The Bureau must have thought it had ample authority to conduct a limited 
experiment for the purpose of testing fleet operating practices and procedures 
being followed by some of the largest and best-known companies in private indus- 
try who are users of the PHH Fleet Management Service. 

Mr. Cuuporr. I am going to interrupt you at this point, at this para- 
graph, in that you are coming to the defense of the Bureau. : 

The Bureau has to make its own defense, and if you want to give 
us any facts concerning the cancellation of the lease—this contract has 
been canceled, period. 

Now, whether or not the Bureau was justified in entering into it 
is something that the General Accounting Office has to decide, and they 
decided that under the law they have not the right to do it. 

We certainly feel that you can give us any facts that you want to 
give us surrounding the contract, surrounding the cancellation, sur- 
rounding the invitations to bid; but we cannot allow you to appear 
as advocate and counsel in defense of the Bureau. We may not have 
any criticism of the Bureau, but if it is going to justify its action, it 
is going to have to do it on its own account, and you can’t do it for 
them; so unless this paper, which I have not read, gives us facts, I 
am not interested in hearing an argument because this committee is 
not sitting as a court to determine whether or not the Bureau of Indian 
Affairs acted legally or illegally. It has been determined by a com- 
petent authority that it has acted illegally, and we have got to let 
it stand, 

Mr. Howe. I would like to make one comment and then file the 
statement. We have a second contract with the Bureau of Indian 
Affairs which has not been mentioned by anyone at any time and which 
I think to be rather an important contract, and I think 

Mr. Cuvporr. Is it the same type of contract you have now? 

Mr. Howe tt. It is a second contract. Only one has been mentioned 
to date. 

Mr. Cuuporr. Is it the same type of contract that has been voided 
by the Comptroller General ? 

Mr. Howe tt. No, sir; it is in connection with it. 

Mr. Cuvuporr. Well, when Mr. Lanigan finishes with his course of 
questioning, if you want to bring it up, you may at that time. 

Mr. Moss. Mr. Chairman. 

Mr. Cuvuporr. Yes, Mr. Moss? 

Mr. Moss. You have 2 contracts, 1 for lease of equipment and 1 for 
fleet management; is that correct ? 

Mr. Howe tu. Yes, sir. 

Mr. Moss. And the fleet-management contract is the one 

Mr. Hower. That is the thing that Peterson, Howell & Heather 
has tosell. It is.aservice that we sell, yes. 

Mr. Moss. Was that a negotiated contract? Are there other firms 
supplying fleet management ? 

Mr. Howetu. I don’t know. It may be there are others that con- 
tend that they do, but whether they do perform the same services that 
we do or not, I am not prepared to say. 

Mr. Moss. I have a couple of other questions on a different point. 

At the time the original lease was negotiated, did you have available 
in the Albuquerque and Cherokee areas the equipment for the Bureau 
or did you have to arrange it at the time of the original lease ? 

Mr. Hower. Did we have equipment? 
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Mr. Moss. Available for them at that time. 
Mr. Howe.u. Oh, no. 
Mr. Moss. After negotiating the agreement, how much time did you 
require before you had the equipment available ¢ 

Mr. Howe tt. I believe we made the delivery of the first cars in 
November. We recommended that the Bureau not order current 
models because it would be a bad investment. You don’t buy an auto- 
mobile at the end of the year, end of its model year. The 1955 models 
were announced, I believe, in November, so we waited until November. 

Mr. Moss. I was interested in that point because I noticed the invi- 
tation to bid after the contract was canceled. The last day for sub- 
mitting was on June 17, I believe, while the equipment was to be 
available July 1. In your opinion, would that be a reasonable period ? 

Mr. Howe tt. In our case, yes, it would be. 

Mr. Moss. In your case, yes; because you have the equipment there 
as a result of the-—— 

Mr. Howe... Oh, no, I am talking about new equipment. We have 
both, either new or used. They can lease either one. 

Mr. Moss. Suppose you had opened the bids and they did not award 
the contract until, say, 30th of June, requiring the equipment available 
as of the Ist of July. Would that be a reasonable period ¢ 

Mr. Howe... No; our bid would be withdrawn. We replied in the 
way the invitation was worded and giving 5 days’ notice to the Bureau. 

Mr. Moss. In these bids, isn’t there some posting of bond for per- 
formance ? 

Mr. Howe tu. No, sir; not in this bid, at least. 

Mr. Moss. But you would expect, in order to enable you to service 
new areas where you had no equipment available 

Mr. Howetx. We have the equipment. It is there now, brandnew. 

Mr. Moss. You have the equipment there now, brandnew? Isn’t it 
the same equipment that was used under the previous agreement ? 

Mr. Howe... No, sir. We have both. 

Mr. Cuuporr. Is that down there too? The old equipment? 

Mr. Howe t. It surely is, to the best of my knowledge. They are 
using it; yes. 

Mr. Moss. But you had equipment available there, new or used 

Mr. Howe tt. Right now. 

Mr. Moss. Do you always keep it there ? 

Mr. Howe tu. No, sir. 

Mr. Moss. You had it there because of your business with the Gov- 
ernment in this instance. 

Mr. Howe.u. No,sir. One of our dealers took the liberty, on seeing 
that the Bureau of Indian Affairs had issued invitations to bid, to 
order equipment on his own hook; and he says he has it in stock. We 
didn’t ask him to do it. 

Mr. Moss. One of your dealers? Do you own automobile dealer- 
ships ¢ 

Mr. Howe tu. No, sir; we have no financial or management interest 
in any automobile dealerships nor has any automobile dealership any 
financial or management interest in us. 

Mr. Moss. Well, I am just going by your statement. You said, 
“Our dealer.” 

Mr. Hower. I beg your pardon. <A dealer from whom we buy 
automobiles for our clients. 
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Mr. Moss. In other words, in anticipation of business, he had 
brought new automobiles into the area? 

Mr. Howe tt. Yes, sir; without any obligation to us whatsoever. 

Mr. Cuuporr. Did I understand you to say that one of your dealers, 
having heard the invitation to bid, upon his own initiative bought those 
cars and brought them into the area? 

Mr. Howe tt. Yes, sir; that is correct. 

Mr. Cuuporr. He presumed if you were awarded the contract you 
were going to buy them from him? 

Mr. Howe tt. No, he couldn’t even solicit the business from us with- 
out having cars to deliver. 

Mr. Cuuporr. But you wouldn’t have to buy them from him ? 

Mr. Howetu. No, sir. We deal with several hundred dealers 
throughout the country. They know pretty well what we are doing 
all the time. 

Mr. Cuuporr. How do they find out? 

Mr. Howey. We have a weekly newsletter. We tell them, and they 
also come into the office quite frequently. 

Mr. Moss. How many cars did the dealer have available for you? 

Mr. Howe. Thirty. I don’t know that he has them. He said 
that he ordered them for us; and, you see, at about this same time there 
was considerable unrest and threatened strikes, both at Ford and 
Chevrolet. So that is one of the reasons, or reason, that the dealer 
gave. I haveacopy of his letter here somewhere. 

Mr. Cuuporr. You weren’t worried about that? You had no 
performance bond ? 

Mr. Howe... No, sir. In our invitation to bid we haven’t guar- 
anteed delivery by July 1 or any other date, and we never would. 

Mr. Cuuporr. So that the argument of the possibility of a strike or 
unrest wouldn’t affect this one way or the other ? 

Mr. Howey. No; it really wouldn’t. And we haven’t guaranteed 
delivery on July 1 nor would we guarantee delivery because we don’t 
control production or distribution of vehicles. 

Mr. Cuuporr. Let me ask you one hypothetical question. You 
have considerable experience in this field of work. Do you think 
that if the Bureau of Indian Affairs or any department of the Gov- 
ernment should determine to lease vehicles from you or any other 
supplier, there should be a performance bond in the contract ? 

Mr. Howewu. Well, I am afraid I would have to answer “no” to 
that. 

Mr. Cuuporr. Why ? 

Mr. Howe... Because we don’t control the production and distri- 
bution of automobiles. It would be rather difficult for a lessor to take 
the responsibility for any considerable number of vehicles—— 

Mr. Cuuporr. I don’t want to get all mixed up in this thing. 

Mr. Moss, I thank you for yielding. 

Mr. Moss. To pursue that just a bit further, when the Government 
arranges for the acquisition of vehicles, whether by lease or purchase, 
and they are not made available, it can cost the Government money; 
and looking at the Government’s interest rather than your problems 
as a businessman, the Government, in all probability, should have 
some requirements to protect itself and its interest. 

Mr. Howe... Well, private industry does not, and while we would 
consider such a possibility, I doubt if we can take the risk ourselves. 
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If we did, we would have to up our rate proportionately to cover the 
risk. You have to pay the cost one way or the other. 

Mr. Moss. Now, you say you would be able to have the cars available 
upon very short notice. You are depending entirely upon a dealer 
who told you he had ordered the equipment ? 

Mr. Howe... That dealer and our other dealers, yes. 

Mr. Moss. Well, there can’t be too many dealers down in the Al- 
buquerque area who will deliver 30 cars. 

Mr. Howetu. We may elect to deliver the cars from someplace else. 

Mr. Moss. If you did deliver them from someplace else, you would 
still have the practical problem of getting them there; so you would 
have some limitation of a practical nature in arranging for delivery 
of the automobiles. 

Mr. Howet.. Yes, sir; we would. 

Mr. Moss. And you couldn’t do it if the contract were awarded 
“on June 30,” as it could have been under this arrangement, and 
delivery required July 1? 

Mr. Howe tu. No. 

Mr. Moss. So it would seem to me that some reasonable period might 
have been aaeiaten in the contract in order to treat all potential 
bidders fairly ? 

Mr. Howey. Had we been notified, as stipulated in our bid, 5 days 
after the bids are opened, we will make delivery, I think. 

Mr. Moss. If you have the cars available through your dealers. 

Mr. Howet.. I said that; the same thing, yes. But you said June 
30. That would give us 8 days; that is one thing. Give us 1 day, 
that is an entirely “different situation. 

Mr. Cuuporr. As a matter of fact, if you had a performance bond 
or a penalty, you would never have bid on this contract, would you? 

Mr. Howe tt. I don’t think we would have. 

Mr. Cuvuporr. Unless you had the cars available to turn them over ? 

Mr. Howett. Yes. Then we would have arranged to charge the 
Government for it. 

Mr. Cuuporr. Since you raise the question, this invitation to bid 
fitted right into the cars that you had available and locked down in 
the particular areas, didn’t they? I mean they could have met all the 
specifications and the bid. You didn’t even have to get new ones. 

Mr. Howett. No, they wouldn't. 

Mr. Cruporr. In what way was it different? 

Mr. Howetu. The heaters were different. We had to make some 
exception to the cars they had in use. 

Mr. Cuuporr. You didn’t have to have a new automobile to change 
the heaters, did ‘you? 

Mr. Howell. No, we wouldn’t change the heater. We submitted 
an exception. We didn’t propose to change the heater. 

Mr. Cuvuporr. So that you wanted to use those cars that you had 
illegally rented to the Government under a negotiated bid in case 
you were successful as a bidder in this particular invitation to bid, 
and you were the only one to be successful because you were the only 
one that had the cars on the spot and could deliver in that short a 
time? 

Mr. Howe tt. No, sir I disagree with that statement. Any rental 
company of the type that has been mentioned here, has plenty of 
used cars. There is no shortage of used cars, sir. 
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Mr. Cuvuporr. To meet the specifications set forth in the invitation 
for bid? 

Mr. Hower. You don’t have to meet the specifications set forth in 
these invitations for bid, you can file exceptions. 

Mr. Cuuporr. How many exceptions did you have in yours? 

Mr. Howetu. Quite a few. For one thing, we offered to submit 
either new or used cars at the option of the Bureau, and if the Bureau 
elected to take the used cars, of course, we would supply them with 
used cars, that they now have. 

Mr. Cuuporr. Was that an exception? Didn’t the invitation ask 
for cars that were operated 15,000 miles? 

Mr. Howe... No, sir. It said they may have been operated up to 
15,000 miles. And of course the rent on the used cars would be lower 
than the rent on the new cars would be; and it would cost the Bureau 
less money to use these cars than it would to take new ones of this type. 

It makes no difference to us one way or the other. Either way is 
perfectly all right. 

Mr. Moss. I would like to have an explanation how the rent would 
be less. If you gave them a used 1955, wasn’t your schedule on the 
basis of depreciation, in part? 

Mr. Howe tu. Well, aren’t we discussing something, an invitation 
to bid, that isn’t even available to people here? I mean do we want 
to discuss the invitation to bid? 

Mr. Moss. We are not bound in any way to have it available. 

Mr. Howetu. The fact is we based our rate on the original cost of 
these used cars less 2 percent a month for each month they had been in 
service. If we were buying new cars, rental would be based on the 
same percentage but on the original cost. 

Mr. Moss. Well, a new 1955 couldn’t have been too old, so you had a 
fixed rate for so many months, and then you went to another rate for 
an ensuing period of time and then a third rate prevailed until the 
50th month; and that would apply whether it would be new or used 
for the period of the first 12 months, I believe; and then a second 12 
months. 

Mr. Howe tx. That is our standard procedure, yes. We reduce the 
rate at the end of the first year and again at the end of the second 
and third years. 

Mr. Moss. That is all I have at the moment. 

Mr. Mrnsuatu. Mr. Chairman, on this invitation to bid, Mr. Moss, 
implied that there was something peculiar to Peterson, Howell & 
Heather’s ability that other companies didn’t have. Now would you 
— that? 

{r. Howey. I don’t know what he meant, sir. 

Mr. Minsuaty. He meant, I believe—he implied—that there were 
certain specifications in this invitation to bid which only your com- 
pany could fulfill. 

Mr. Howetu. Yes, sir. He mentioned that. 

Mr. Minsnatu. Is that true? 

Mr. Howe xt. Not in our opinion; no, sir. 

Mr. Mrinsnarzt. Other companies could have fulfilled this bid, 
couldn’t they ? 

Mr. Hower. Yes, sir. You will find ads in the Wall Street 
Journal probably today, “Immediate delivery, 5 to 500 cars, Chev- 
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rolets, Fords, Plymouths.” It is customary, it is just like bread and 
butter. That is what all rental companies lease. 

Mr. MinsHatu. There were many other companies that could have 
fulfilled this bid; is that right ? 

Mr. Howe... Yes, there were. 

Mr. MinsuHatu. Could you name some of those? 

Mr. Howetn. Four-Wheels, of Chicago; Robinson Auto; the R. A. 
Co.; Rollins. Most of those people are also in the automobile business 
themselves. 

Mr. Cuuporr. Mr. Minshall, I might say we do have listed as 
witnesses 

Mr. MinsHatx. This question was put to him and I think he ought 
to explain it if he is able to. 

Mr. Cuuporr. We do have at least one other automobile rental 
concern which will present testimony and answer some of the ques- 
tions that this witness raises. In other words, he says that there is 
nothing unusual about this invitation to bid. And in his opinion 
there may be nothing. 

Mr. MinsHatu. I would like to know for the committee’s infor- 
mation 

Mr. Moss. Will the gentleman yield? 

Mr. MinsHa.u. Yes. 

Mr. Moss. In the first place, I think when the gentleman tries to 
conclude what I believe, in my opinion he is taking a liberty he 
shouldn’t take. And secondly, I did not infer that there were speci- 
fications that were peculiar to this company. 

I did not try to infer—I meant to infer, and I also flatly state— 
that no requirement as to time existed where you could in theory 
award a bid. 

Mr. Minsuatu. I think the record speaks for itself. 

Mr. Moss. Well, I would like the reporter to read it back then, 
because I know what I said and I said as to the matter of time they 
were in a most advantageous position, having had some equipment 
immediately available in the area. 

Now, the gentleman here refers to the Wall Street Journal ads of 
anywhere from 1 through 500 cars. They may be available for im- 
mediate delivery, but for immediate delivery in Albuquerque is a 
different problem. You have to get them from the point where de- 
livery can be taken. 

Mr. Minsuautz. That is what I said, that we didn’t get a clear 
answer to the question as to the time element; and I wish you would 
state the question again and ask him for a clear answer. 

Mr. Moss. Well, I had a very satisfactory answer from him to the 
effect that they would have to have time because one of their dealers 
down there had agreed or apparently had the foresight to order 
equipment into the area so that they could make delivery, but they 
would still have to secure the equipment from some dealer either in 
the Albuquerque area or another section in the Southwest, and bring 
it in there; so whatever the time requirement was, they would have 
to insist upon that or withdraw their bid. That was the gentleman’s 
answer. 

Mr. Howew. That is right. 

Mr. Moss. It was satisfactory to me. It indicated that time was 
an important element. 
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Mr. Mrnsuaru. Were there any other companies that could have 
met that bid on the basis of the time element ? 

Mr. Howe. I would think so; yes. I believe so. The bid was 
issued when? When were they dated? The 2d of June? The 5th 
of June? 

Mr. Cuuporr. Of course, that is a matter of opinion and we are 
going to have other automobile rental concerns who will give their 
comments. We are not attacking this man or accusing him of doing 
something that he shouldn’t do. What we are trying to do is get his 
opinion from him and the facts from him and, of course, at least one 
automobile rental agency will be in here to testify as to what the in- 
vitation to bid in their opinion provided. So that actually we are 
not trying to put this gentleman in any unfavorable light at all. 
We want to get the facts. That is what I have been trying to drive 
at since we started the hearing. Are you through, Mr. Minshall? 

Mr. Minsnatu. That is all I have. 

Mr. Lanican. Is this heavy-duty heater a deluxe heater ? 

Mr. Howett. I believe it is. I would interpret it to be a deluxe 
heater. It is sometimes called a fresh-air heater rather than a 
standard heater or dash type. 

Mr. Lantean. I have the purchase orders on the 34 cars which were 
delivered to the Bureau of Indian Affairs at Albuquerque under the 
old contract. It is order CP-171 (55) dated November 17, 1954, and 
I note that these orders call for 10 Chevrolets, 10 Fords, 10 Plymouths, 
and 4 Ford Country Sedans. And every order calls for a deluxe 
heater and defroster, and I note also that it calls for a right-hand 
sun visor, turn signals, ashtray and lighter, power windshield wiper, 
oil filter, and oil-bath air cleaner. So, what exception do you have 
to make to these purchase orders with respect to that equipment ? 

Mr. Howe tt. I believe it was in Cherokee that we initially delivered 
five cars that only had the standard heaters rather than the deluxe 
heaters. I would like to point out, however, that this description of 
an automobile is almost exactly the way ‘that any car would be 
delivered. This is a standard fleet car that they are describing here. 
That is, again, the bread-and-butter car. 

A rental company wouldn’t deliver a car without a heater. I am 
sure that we wouldn’t. Moreover, we are accustomed to delivering 
cars to our clients as requisitioned by them, equipped the way they 
want it. We deliver any make, and model, anywhere in the country, 
delivered and equipped exactly the way it is specified. So that the 
specifications would mean nothing particularly, and even if we de- 
livered new cars and they do not have these specifications, the invita- 
tion to bid is general enough so we can file exceptions and say, “Well, 
we are sorry, we can’t supply those cars, but we will supply these 
cars and you have an option of taking these cars or awarding the bid 
to someone else who will supply the ones you want.” We only 
respond and offer to lease cars that we could lease. 

Mr. Lanican. With respect to the 34 cars you had already at Albu- 
querque and which the Bureau of Indian Affairs has right now, 
doesn’t every one of those cars meet the specifications in this offer 
to bid? 

Mr. Howe. No. Four Country Sedans will not be equipped with 
power-operated windshield wipers or chains. Ten Plymouth sedans 
will not be equipped with oil filter or chains; 10 Ford sedans will 
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not be equipped with power windshield wipers or chains; 5 Chevro- 
lets will be equipped per specification except for chains; 5 other 
Chevrolets will be equipped according to specification except for oil 
filter, power: 

Mr. Cuvuporr. What? I don’t understand what you are reading. 

Mr. Howe.u. This is our analysis of the invitation to bid. 

Mr. Cuuporr. And is that the list of your exceptions? 

Mr. Howe tt. Yes, sir. 

Mr. Cuuporr. Now, would these exceptions meet the invitations 
to bid ? 

Mr. Howeu. These exceptions describe the cars that are at Albu- 
querque. 

Mr. Cuuporr. In other words, if you were successful in your bid and 
you got the contract to rent these cars, under your exceptions, you 
could turn the cars over lock, stock, and barrel to the Government 
exactly as they were under the old contract ? 

Mr. Howetu. Exactly; and we could do it on new cars, whichever 
way they want to go. 

Mr. Cuuporr. If they didn’t want those cars, you could give them 
new cars? 

Mr. Howe t. Yes, sir. 

Mr. Cuuporr. But you had every reason to believe they could ac- 
cept the cars you had out there—no reason why they couldn’t? 

Mr. Howe tt. It would be the economical thing to do; yes. 

Mr. Laniaan. Are those exceptions you are reading related to the 
used cars you have on the reservation ? 

Mr. Howetu. They relate to the cars now in service; yes, sir. 

Mr. Lanican. What was the first exception you read? 

Mr. Hower. Country Sedans will not be equipped with power- 
operated windshield wipers. 

Mr. Laniean. Now, on the purchase order under which those sedans 
were ordered on November 17, 1954, purchase order CP-174 (55) 
required—let me read it: 





If not included as standard equipment, each vehicle— 

these are the four Country Sedans— 

shall be supplied with the deluxe heater and defroster, turn signals, right-hand- 
side sun visor, ash tray, and electric-powered windshield wiper, oil filter and 
oil-bath air cleaner. 

Did you fill this purchase order as it was written to you? 

Mr. Howett. No, sir. 

Mr. Laniean. Then, this purchase order wasn’t filled 

Mr. Howe tu. Not concisely, sir, the way it was placed; no. 

Mr. Lanican. Isee. Was any adjustment made for failure to meet 
this purchase order? 

Mr. Howett. There was no adjustment needed. The rent is simply 
based on a lower cost. They agreed to take them that way rather than 
with the power wipers. 

Mr. Lanigan. When you discussed on April 28 the possibility of an 
invitation to bid, or at any other time, did you inform the people here 
in Washington that there had been—that this purchase order had not 
been filled as issued ? 

Mr. Howe tt. No, sir. There was no point in doing it. It never 
occurred to us. 
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Mr. Lanican. So as far as you know, the people in Washington 
didn’t know that this purchase order had not been filled precisely? 

Mr. Howe... Oh, they knew. We supply a copy of the dealer’s 
invoice billing us for exactly what is on the car. That isn’t unusual. 

Again, we were getting 1955 models and getting the 1955 models 
was unusual. It was unusual getting them early because to get a 
car equipped this way is a little bit of a job when there is a brand 
new changeover as there was in 1955. 

Mr. Moss. I wonder if you could define a power windshield wiper? 

Mr. Howe. Well, it is a little gadget that keeps your wipers going 
when driving up a hill. 

Mr. Moss. Is it a fact that these had no wipers at all? 

Mr. Howe... They had wipers, but they weren’t deluxe wipers. 
They weren’t electric. 

Mr. Moss. They were vacuum operated ? 

Mr. Howe... Yes. 

Mr. Cuuporr. And they would stop on a hill? 

Mr. Howe x. They will slow down on a hill. But we had the 
choice of those cars or waiting a while, and we decided we would 
take these, and the Bureau decided they would take these. They 
could turn them back as they did on one occasion. One of our dealers 
delivered a pompano peach car and the Bureau called up through 
Washington and said, “We don’t want this pompano peach car.” So 
the dealer took it back, and in a while we had a more conservative 
color, more in keeping with the Bureau’s requirements. 

Mr. Lanigan. You said you had thirty new cars lined up in 
Albuquerque ? 

Mr. Hower. No; we don’t exactly have them lined up. Here is 
exactly what we do have, on Friday, June 10, 1955, Mr. Black, presi- 
dent, Oden Chevrolet, wrote Mr. Peterson: 

In anticipation of your being awarded the contract for the United States 
Department of Interior, invitation No. P 109, we have taken the liberty to place 
an order for 30 vehicles as described in the invitation, with the Chevrolet Motor 
Division in order to expedite delivery should you be awarded the contract * * * 

I hope this meets with your approval and wish to assure you that I do not 
place any obligation on you, and, furthermore, am making this move for your 


convenience as well as ours should you be awarded the contract and desire 
to favor us with your business. 


Two days earlier Mr. Black had telephoned Mr. Peterson and stated 
that he had noticed that the invitation to bid issued by the United 
States Department of Interior requested a quotation on—this is the 
8th of June—requested a quotation on 30 passenger cars and he would 
be very pleased to see us obtain the award of this contract, and further 
would appreciate the oppartunity of furnishing all 30 vehicles, 

And at that time I believe Mr. Peterson may have said that we 
hadn’t decided whether to bid or not, or something. At any rate, 
the dealer placed the order on his own initiative to have the cars. 

Mr. Moss. Well, in placing the order he doesn’t necessarily have 
the cars available in Albuquerque, he has them on order with the 
factory. 

Mr. Howetx. No; it doesn’t mean that. But he called yesterday— 
the manager of our buying department told me that he had phoned 
yesterday to see how things are going, and he indicated that he could 
have the cars because the strike didn’t come off and they continued to 





Bente ah 


owe 


Kio ale Co 


il Naa aeaiinyheaac bien eA 





) 


salt Lin i et aN NES Rhy iO be SMAI CO 


pebitls ea a somes IPE SC 


EE CD OO hts aig has 





i 
: 

















CONTRACTS FOR RENTAL OF AUTOMOBILES 23 


put them out like salted peanuts. So he indicated that he would 
be able to make delivery. 

Mr. Moss. By July 1? 

Mr. Howe... Yes; if we let him know in ample time; not by 
June 30. 

Mr. Moss. He still has to have time. 

Mr. Howe... That is right. 

Mr. Moss. He may have an order with the factory, but it might 
take him a week or two to get them into the area for actual use. 

Mr. Howe. Yes. 

Mr. Laniean. You said he had 30 cars. Are those the 30 passenger 
cars? 

Mr. Howe... Thirty passenger cars. 

Mr. Laniean. You don’t know whether or not he had the Ford 
station wagons? 

Mr. Howetu. No, sir; I don’t know. 

Mr. Laniean. If you get the bid, do you know how you will fill 
the request for the four station wagons? 

Mr. Howet.. No, sir. 

Mr. Lanican. The bid requires that all vehicles called for be deliv- 
ered by July 1, is that not correct? 

Mr. Howetu. Yes, sir. 

Mr. Lanican. And you have the four station wagons? 

Mr. Howe... No; we don’t have those lined up. We have nothing 
lined up. The dealer is lining them up for us and maybe he will 
have the four station wagons. If we don’t get the bid and any other 
competitor of ours would like to have them, they are available to him 
through the same dealer at any price they can work out. 

The bid reads: 


The contractor agrees to do everything in its power to deliver cars specified 
by July 1, 1955, but does not guarantee that such delivery will be made because 
of short notice given and the interruption of manufacturer’s delivery schedules 
due to the recent labor difficulties which in some areas still exist. The con- 
tractor reasonably expects to be able to make delivery as specified despite these 
conditions. 

Mr. Lantean. The invitation to bid allows you or any other bidder 
to use used cars with up to 15,000 miles on them, as well as new cars? 

Mr. Howe tt. Yes, sir. 

Mr. Laniean. So it is your option, not the Bureau of Indian Affairs’ 
option to supply used cars? 

Mr. Howey. Not the way we submitted the bid. They will have 
to make an election between one or the other. 

Mr. Lanican. But the invitation itself doesn’t require it? 

Mr. Howe tt. I presume that is correct. 

Mr. Laniean. So if necessary and if the Bureau of Indian Affairs 
is willing, you could use the four Country Sedans? 

Mr. Howetn. Yes; we could. 

Mr. Laniean. Now, on April 28, that was the day after the con- 
tract was declared void, you stated you came to Washington and dis- 
cussed this matter with various people and you discussed the specifi- 
cations that might be drawn to enable you and other competitors to 
bid. 
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Prior to your entering into the original contract, did the Bureau of 
Indian Affairs ask you for any advice as to specifications that might 
be drawn to allow you and other competitors to bid ? 

Mr. Howe tu. Prior to the original contract ? 

Mr. Lanican. Yes. 

Mr. Howexx. No; not that way. We did discuss what was the most 
advantageous make and model car for their use and what kind of 
equipment should be on such a ear. 

For instance, should we or should we not have automatic trans- 
missions? Should we buy the 8 or the 6? Should we buy the deluxe 
or the standard? That type of thing. 

Mr. Laniean. Do you know whether or not the Bureau of Indian 
Affairs has consulted with any other firm in the business of automobile 
leasing with respect to the specifications used in this invitation to bid ; 
that is, any firm other than Peterson, Howell & Heather ? 

Mr. Howey. Well, they may have. 

Mr. Laniean. Do you know whether or not they have? 

Mr. Howett. I read this morning they discussed it with Hertz and 
Avis and National Car Rental, and I noticed that Mr. Rollins was 
over. 

Mr. Lanigan. Where did you read that? 

Mr. Howetu. In Mr. Kane’s memorandum. He indicated that be- 
fore they let the original contract, they discussed the matter with these 
three people, and I assume they may have discussed this new one with 
the same three people. 

Mr. Laniean. They discussed the matter of renting. Do you 
know whether they discussed the actual specifications ? 

Mr. Moss. Mr. Chairman, I think on that point, unless I read Mr. 
Kane’s statement wrong, there is no indication they discussed it. This 
said that they informally inquired and determined that these were 
the figures. There is nothing that would indicate there was a dis- 
cussion. 

I think there is a great deal of difference between an informal in- 
quiry and a discussion. 

Prior to entering into this contract, informal contacts were made. 


It might have been picking up the phone and asking how much 
would you charge on an automobile on a thousand-mile basis, so I 
certainly would not—unless there is something to back it up—indi- 
cate at this point that they had discussed it. 

Mr. Howetz. My answer would be “No.” I know of no discussions 
the Bureau had with any of our competitiors. 

Mr. Lanigan. When you came to Washington on April 28, can you 
give us the name of every person with whom you discussed the matter 
on that day ? 

Mr. Howe t. I believe I did. Mr. Lalley was in the room. Was 
there anyone you recall, other than the ones I mentioned ? 

Mr. Lauer. No, other than Mr. Proulx, Mr. Langan, Mr. Green- 
wood, myself, and yourself. I believe that is all. 

Mr. Laniean. On that date did you discuss the matter with anyone 
else in Washington, D. C.? 

Mr. Howe... No, sir. 

Mr. Lanican. Now, following April 28—— 
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Mr. Howe t. No, sir; we hiked on the train and got back to Balti- 
more. 

Mr. Laniean. Following April 28, did you have any further dis- 
cussions with the Bureau of Indian Affairs ? 

Mr. Howetu. Yes, sir; we did. 

Mr. Lanicgan. When did you have those discussions ? 

Mr. Howe xu. Well, I think perhaps I’d better read these notes of 
mine. 

Mr. Lania@an. All right. 

Mr. Howeri. Thursday, April 28, 1955, on our way back to Balti- 
more, Mr. Lalley and I discussed the problem faced by the Bureau in 
preparing an invitation to bid. We made some notes on the subject 
as a basis for further discussion in Baltimore. 

Tuesday, May 10, 1955, Mr. Lalley forwarded to Mr. Proulx our 
revised ideas—by that I mean revised as a result of our discussion— 
for his consideration in preparing an invitation to bid. 

Mr. Cuuporr. Pardon me. At this point would you tell me who 
Mr. Lalley is? 

Mr. Hower.. Mr. Lalley is employed by Peterson, Howell & 
Heather. 

Mr. Cuuporr. In what capacity? 

Mr. Howett. At that time he was assistant to the president. 

Mr. Cuuporr. What is he now? 

Mr. Howeii. He is now manager of our sales promotion depart- 
ment. 

Mr. Cao poFF. So he is competent to testify on anything you could 
testify on? 

Mr. Howe... Yes, sir. 

Mr. FennemMAn. We appreciate that, Mr. Chairman. Mr. Lalley 
has been in a number of these conferences and is wholly familiar with 
these facts. 

Mr. Howey. I might add that Mr. Webster, on my right, has been. 
the administrator of this plan in my division of the business, also. 
The suggestions were prepared at the request of the Bureau because 
the Bureau wanted our ideas. We made the suggestions without 
any knowledge as to how a Government invitation to bid was prepared, 
as we had never seen one up to that time and never had any experi- 
ence or knowledge of their content. The invitation to bid as finally 
prepared by the Bureau bears little resemblance to the ones sug- 
gested by PHH. 

Mr. Cuuporr. To your knowledge, did the Bureau of Indian Af- 
fairs call in other rental people to discuss this problem ? 

Mr. Howe tn. No, sir. 

Mr. Cuuporr. As far as you know, you were the only. one that of- 
fered any suggestions on this problem ? 

Mr. Howe... I believe we may have been. 

Mr. Cuuporr. Well, in your capacity as an expert in this field, 
certainly they might have been able to learn something from other 
rental people, too, “do you think? 

Mr. Howern. I don’t believe it is so difficult to draw up a bid fora 
flat rate rental plan. Ours is a little bit different and a little bit 
more complicated to put on paper. It isn’t so difficult to draw a bid 
saying, “Will you supply these cars by this time at a flat monthly 
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rate?” But when you get away from a flat monthly arrangement, 
particularly where the lessee pays all actual operating expenses in- 
cluding depreciation (where the cost to the am is considerably 
lower) then you have to go into a bit more detail. 

Mr. Cuuporr. I agree with you, Mr. Howell. If they wanted to 
rent the cars from you, you would be the best people to tell them how 
to present it, present the invitation to bid. But I am assuming the 
Bureau wanted to rent cars from anybody who could provide them 
cheaper, and if they wanted to be fair, they would not only have to 
talk to you, but to other rental companies. Isn’t that right? 

Mr. Howenu. Yes; they may have done that. 

Mr. Cuuporr. You don’t know whether they did, to your knowl- 

ges 

Mr. Howe. No. 

Mr. Cuvporr. All right, Mr. Lanigan. 

Mr. Lanican. You are reading a statement there as to the events 
subsequent to April 28. 

Mr. Howey. There are a few more events. 

Thursday, April 28, 1955: In the aforesaid meeting with the Bureau 
after the agreement was voided, Mr. Lalley and I discussed the prac- 
tical transportation problem faced by the Bureau now that the cars 
they had been leasing were no longer available for use. 

Mr. Proulx thought it might be possible to prepare an invitation to 
bid on leasing cars for May and June only. Mr. Proulx pointed out 
that first, it would take quite a lot of time to prepare a bid, issue it, 
award the contract and obtain the cars. In the meantime, they would 
be without transportaiton. 

Mr. Proulx commented that the Bureau had authority to negotiate 
contracts for the purchase of services up to a maximum of $500 at 
each location without invitation to bid. 

May 2, 1955: On or about Monday, May: 2, I discussed this problem 
with Mr. Silloway, vice president of Mutual of New York. His re- 
action, when he had learned earlier that the lease had been voided, 
had to do with the problem the cancellation created for the Bureau 
of Indian Affairs, and he suggested that we let the Bureau continue 
to use the cars, rent free, until June 30. This would give the Bureau 
time to work out another solution to the problem. 

Tuesday, May 3, 1955: On or about May 3 I telephoned Mr. Proulx 
and passed along Mutual’s offer to permit them to use the cars rent 
free. Mr. Proulx stated that the Bureau was grateful for the offer 
but would be unable to accept it. He reminded me of the $500 maxi- 
mum, which I decided to refer back to Mutual of New York. 

Mutual stated in a telephone conversation that while they would 
rather let them use the cars for nothing, they were perfectly agreeable 
to any alternate arrangement that was both legal and satisfactory to 
the Bureau. 

Friday, May 6, 1955: Mr. Peterson submitted a letter to Mr. Proulx 
offering to lease 5 cars at Cherokee for $405.70 and the 34 cars at 
Albuquerque for $500. The monthly rent for the 39 cars under the 
voided lease totaled $1,925.31, or, for 2 months, $3,850.62. 

Monday, May, 9, 1955, The Bureau issued a purchase order over the 
signature of Assistant Commissioner Greenwood purchasing the rental 
of vehicles for the period from May 9 to June 30 in accordance with 
the terms and conditions set forth in our letter of May 6. 
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Mr. Cuuporr. Of course, Mutual of New York owned all of these 
vehicles, didn’t they ? 

Mr. Howe... Yes. 

Mr. Cuuporr. And they were laying up ina field ? 

Mr. Howetx. But we could have sold heme immediately. 

Mr. Cuuporr. So it didn’t make any difference to them ? 

Mr. Howe. It would have made considerable difference. The 
price has gone down. The value continues to decline. 

Mr. Cuuporr. They still are laying—— 

Mr. Howe. No, they are being used by the Bureau. 

Mr. Cuuvorr. How long were they idle? 

Mr. Howey. Between April 27 and until such time after May 9 
as the Bureau was able to get them back into service—10 days, 2 
weeks. 

Mr. Cuuporr. We will recess until 2: 30. 

(Whereupon, at 12:50 p. m., the subcommittee recessed, to recon- 
vene at 2: 30 p. m. the same day.) 


AFTERNOON SESSION 


Present: Representatives Chudoff (presiding) and Jonas. 

Also present: James A. Lanigan, subcommittee counsel, and John B. 
O’Brien, Jr., staff investigator. 

Mr. Cuuporr. The subcommittee will be in order. 

We will continue with Mr. Howell’s testimony. 

Mr. Laniean. I think when we stopped we were going through 
the contacts you had had with the Bureau of Indian Affairs after 
April 27, 1955. 

Have you completed that statement ? 

Mr. Howe. Yes, I have. 

Mr. Laniean. After April 27, 1955, did you speak to any other 
person in the Government regard‘ng this contract difficulty you were 
having? 

Mr. Howe x. Other than whom ? 

Mr. Laniean. Other than people in the Bureau of Indian Affairs. 

Mr. Howet.. No, sir. 

Mr. Lanigan. Do you know whether anyone in your firm spoke to 
anyone else in the Government other than in the Bureau of Indian 
Affairs ? 

Mr. Howe.u. By other than the Bureau of Indian Affairs do you 
mean any other Government department ? 

Mr. Laniean. Yes, another Government department or people in 
other agencies of the Interior Department. 

Mr. Howet. I don’t know that I spoke to anyone else. 

Mr. Laniean. In your leasing business, normally you lease only 
new cars; is that correct? 

_Mr. Howe. Normally, yes. Normally we do, but on other occa- 
sions we purchase used cars and lease them back. 

Mr. Cuuporr. The bell has just rung for a quorum call on the floor. 

We will recess until tomorrow at 10 o’clock, at which time we will 
have Mr. Kane resume his testimony. 

(Whereupon, at 2:45 p. m., the subcommittee adjourned, to recon- 
vene at 10 o’clock the following morning, June 22, 1955.) 
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WEDNESDAY, JUNE 22, 1955 


House or REPRESENTATIVES, 
SUBCOMMITTEE ON Pusiic Works AND RESOURCES 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D. C. 

The subcommittee met, pursuant to recess, at 10 a. m. in room 1501, 
New House Office Building, Representative Earl Chudoff (chairman 
of the subcommittee) presiding. 

Present: Representatives Earl Chudoff (presiding), John E. 
Moss, Robert E. Jones, and Victor A. Knox. 

Also present: James A. Lanigan, committee counsel, and John B. 
O’Brien, Jr., staff investigator. 

Mr. Cuuporr. The subcommittee will be in order. 

I would like to have Mr. Kane back on the stand, please. 

We interrupted Mr. Kane’s testimony to allow Mr. Howell to testify 
yesterday so that he could get away. 

Mr. Lanigan. Mr. Chairman, yesterday during his testimony, Mr. 
Howell presented a document entitled “Some Comments on Termina- 
tion of Lease,” and Mr. Howell’s attorney asked that that be incorpo- 
‘ated in the record. With your permission we will put it in the 
record. 

Mr. Cuuporr. Except for one thing. Does Mr. Knox have a copy 
of this? He was not here yesterday, and I do not know whether he 
received a copy, because this was distributed by a witness. If you 
have an extra copy, would you please give it to Mr. Knox. 

Mr. O’Brien. That is the statement of Mr. Howell ? 

Mr. Cuuporr. That is the statement of Mr. How ell, Some Comments 
on Termination of Lease. 

Mr. Lantean. That is Mr. Howell’s statement. We will put it in 
as exhibit A. 

Mr. Cuuporr. Without objection, that will be so admitted. 

(The statement was marked “Exhibit A” and follows :) 


ExHIBIT A 
SOME COMMENTS ON TERMINATION OF LEASE 


The Comptroller General’s letter of April 27 states: 
“In the present case there was no aieetalotrattve determination of the con- 
ditions under which the Government desired to lease the vehicles and a solicita- 
tion of bids on that basis. 
“Since this lease was negotiated without competitive bidding * * * we have 
no alternative but to consider it void. Accordingly, all services or transactions 
under the lease should be terminated immediately.” 
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While it may not have been impossible for the Bureau to have determined 
in advance the conditions under which it desired to lease the vehicles, it would 
have been, and still is, difficult. 

The Bureau must have thought it had ample authority to conduct a limited 
experiment for the purpose of testing fleet operating practices and procedures 
being followed by some of the largest and best known companies in private 
industry who are users of the PHH fleet management service. 

Not more than 8 percent of the Bureau’s entire fleet of cars was to be in- 
volved in the experiment. PHH’s authority from Mutual Life of New York, 
to lease to the Bureau is restricted to 50 cars, at least until such time as the 
Bureau can produce acceptable authority to lease a larger number. 

We believe that one of the principal services the Bureau wished to purchase 
was the PHH management service, which is coordinated with the agreement of 
lease. The Bureau was interested in following to the limit of its ability the 
same identical practices as our corporate lessees, and availing itself of all PHH 
services, including such things as: 

1. The PHH fleet operating manual, which the Bureau has condensed and 
forwarded to Cherokee and Albuquerque for their guidance; 

2. The PHH weekly news letter which keeps the manual up to date and 
discusses other matters of interest to fleet users. Most recent: PHH’s 
recommended car replacement program for 1956. 

3. The PHH record-keeping and statistical service, under which detailed 
records of each car’s mileage and expenses are kept in our Baltimore office, 
a monthly fleet performance report is prepared, together with a letter of 
comment for each location, a monthly listing of mileage and expenses pre- 
pared for each car, a quarterly report is prepared for each car, dealer’s 
repair bills are analyzed and other services performed for the Bureau as 
needed to obtain economical and efficient performance. 

4. Arrangements for the purchase and delivery of any make of car or 
truck, body styles, models, and equipment anywhere in the United States 
or Canada; or, for a somewhat lower rate, the Bureau itself could arrange 
for such purchases and delivery. 

5. Arrangements for the sale of cars or trucks anywhere in the United 
States or Canada; or the Bureau may arrange to sell its own vehicles. 

6. Various other services which we perform for clients in connection with 
their transportation problems * * * including the leasing of materials han- 
dling equipment, aircraft, and other forms of transportation equipment. 

It would have been difficult to administratively determine the above condi- 
tions of leasing without getting some firsthand experience * * * and this is 
what the Bureau seemed to be trying to do. 

It would have been equally difficult to “solicit bids on that basis” having 
determined the conditions of leasing, without minutely describing the PHH 
fleet management service. 

There are dozens of good leasing companies in the United States, any one of 
which could lease cars to the Bureau. 

There is only one PHH fleet management service. 

If invitations to bid were developed by the Bureau to describe the many serv- 
ices we perform, there would probably be few, if any bidders, who have been 
performing such services long enough, and with a sufficiently large and represen- 
tative clientele, to respond to such invitations. 

And if the Bureau was interested in complete objectivity, and insisted that 
bids be submitted only by those who could claim absolutely no financial or 
management interest in any automobile dealership, and further, that no auto- 
mobile dealership had any financial or management interest in the bidder, PHH 
might well be the only company which might respond. 

Complete objectivity is important in a service such as ours, and this would 
be impossible if we had direct or indirect interests in our sources of supply. 

Some of these thoughts must have been uppermost in the Bureau’s mind when 
it concluded that PHH was the “only source of supply” of the services it was 
seeking, and its decision to wait until the outcome of the experiment to deter- 
mine whether our type of leasing was practical. 

As for PHH, the experiment has already been in operation long enough for us 
to determine that we do not wish to lease additional cars to the Bureau, or to 
other Government agencies, except the 39 cars in question. The risks are too 
great, unless Congress gives the Government agency authority to negotiate and 
enter into transportation equipment leases on a long term basis just as private 


industry is doing. 
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However, this committee could be instrumental in assisting the Federal Gov- 
ernment in its efforts to reduce fleet operating expenses by recommending to 
Congress the adoption of many of the proposals set forth by GSA in its report 
of March 1954 entitled “A Proposal for Improving Federal Motor Vehicle 
Management.” 

If the Federal Government would modernize its own fleet policies and pro- 
cedures, individual bureaus would be able to operate more efficiently and eco- 
nomically without outside help from private industry. 

Economy and efficiency, we believe, is the final objective of the Bureau of 
Indian Affairs, Peterson, Howell & Heather and this committee. 


FURTHER STATEMENT OF OWEN A. KANE, JR., LEGISLATIVE 
ATTORNEY, GENERAL ACCOUNTING OFFICE; ACCOMPANIED BY 
JOHN W. MOORE, ATTORNEY, GENERAL ACCOUNTING OFFICE; 
AND E. W. MUHONEN, DIVISION OF AUDITS, GENERAL ACCOUNT- 

ING OFFICE 










Mr. Laniean. Mr. Kane, yesterday you presented a statement de- 
scribing the actions of the General Accounting Office with respect 
to the lease which has been voided on April 27, 1955. Just to start us 
out this morning, could you tell us exactly why that lease was declared 
void by the Comptroller General ¢ 

Mr. Kane. Yes, Mr. Lanigan. First let me put in proper perspec- 
tive that the General Accounting Office, in considering that lease 

agreement, was not directing its attention to the merits or the desira- 
bility of the proposed contract services. We were looking at it solely 
in the light of the authority of the Department to make such a contract. 

I pointed out in the statement yesterday the law applicable to the 
lease was the provisions of section 3709, which provides that contract- 
ing for services supplied to the Government requires that a contract 
be let after advertising, which in effect means that all bidders, poten- 
tial bidders, should be given specific details and specifications as to the 
services the Government wanted. 

In this case there was no solicitation on that basis. There was just 
a general approach to some of the potential customers saying, “What 
are your services?” ‘There was not a definite proposal of services 
needed by the Government, and therefore the various competitors were 
not competing on the same thing. And that is essentially the reason 
why it was void. 

Mr. Kwox. Mr. Chairman. 

Mr. Cuuporr. Yes, Mr. Knox. 

Mr. Knox. I want to ask Mr. Kane a question. 

Mr. Kane, how long has this practice been in effect? How long has 
it been in operation ? 

Mr. Kane. You mean the law ? 

Mr. Knox. No; the lease. 

Mr. Kane. The lease ? 

Mr. Knox. When did the Bureau first enter into the agreement ? 

Mr. Kane. The agreement was made in September, sometime, Sep- 
tember 10, 1954. 

Mr. Cuuporr. Mr. Knox, I might tell you that this lease was can- 
celed as a result of an investigation by the staff of the Committee on 
Government Operations, who found the lease and requested the Comp- 
troller General to review it and determine whether it was legal, and as 
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a result of our request it was reviewed and declared illegal; is that 
not right, Mr. Kane ? 

Mr. Kane. That is correct. I see your point. It was in Septem- 
ber 1954, which would be this fiscal year, so that in our auditing proc- 
ess we would not yet have picked it up ourselves. 

Mr. Knox. In other words, it is something that has not been in 
practice for a long period of time? That is whit I was trying to de- 
termine. September 1954, is that the first time that the Bureau had 
ever entered into this type of contract ? 

Mr. Kane. This type of contract? I think it is the first type of 
contract that the Bureau of Indian Affairs has had. There may have 
been other such contracts in the Government. Offhand I cannot say. 
I don’t think so, because it was considered on an experimental basis 
at the request of and after consultations with the GSA. 

Mr. Cuuporr. There is something in the law that allows a nego- 
tiated contract up to a certain amount. 

Mr. Kane. Up to $500. 

Mr. Cuvuporr. Up to $500. Anything over $500 has to be let by bid; 
is that correct? 

Mr. Kane. That is the general law. That is correct. Of course, 
there is another exception. In the case of emergency, you may so 
certify, and it may be let upon a negotiated basis. 

Mr. Lanican. When the Bureau of Indian Affairs, on June 2, 1955, 
put out an invitation for bids for leasing cars at Albuquerque, N. Mex., 
how many bids were received ¢ 

Mr. Kane. As I explained to you yesterday, one contractor visited 
our office and alleged that the specifications were restrictive. Simul- 
taneously, or practically simultaneously, the Department of the In- 
terior wrote us a letter submitting the invitation to bid, asking us for 
a legal interpretation as to whether or not the proposed invitations 
meet the requirements of the law. That matter is under consideration 
in the office at the present time. We have not made a decision on 
it, and as a matter of fact, the Department is submitting to us all the 
bids that were submitted for us to consider and complete the evaluation 
of this proposed contract. 

Naturally, it would not be proper for me to say at this time whether 
we think it meets the law or does not, because it is a judicial process, 
and we are giving it very careful consideration. 

Answering your question, I understand there were nine bids. Mr. 
Moore tells me there were 5 submitted for Albuquerque and 4 for 
North Carolina. I have purposely not looked at the files, in order 
that there would be nothing said here which would affect that 
determination. 

Mr. Lanican. Do you believe the fact that there were 5 bids sub- 
mitted for the cars at Albuquerque and 4 for the cars in Cherokee, 
N. C., and that 1 bidder saw fit to protest the specifications to the 
General Accounting Office, indicates that there was not a true com- 
petitive interest in bidding for leasing of vehicles to the Bureau of 
Indian Affairs? 

Mr. Kane. Well, I think it is evident that there was not a com- 
plete survey of the possible market in the matter. I would not want 
definitely to state that that alone indicates there was no competition 
at the time the contract was originally entered into, but it certainly 
is persuasive. 
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I think as a matter of fact that Mr. Howell yesterday indicated that 
there were many, many other competitors that could have been brought 
into the picture at the time. 
Mr. Laniean. In the request of the chairman of the subcommittee 
— an opinion from the Comptroller General, as to the contract which 
yas ultimately voided, there were other questions raised, and I would 


like to have you explain the General Accounting Office’s view on those 
questions. One of them was whether the leasing contract would be 


more expensive to the Government than to pure shase the automobiles, 
and I believe the Comptroller General replied to the chairman that 


it would be more expensive to lease the automobiles than to purchase 
them; can you explain that ? 


Mr. Kane. That would be question No. 1, I believe, Mr. Lanigan. 
The question was, What are the relative financial advantages and dis- 
advantages to the Government resulting from this type of agreement 
as compared with the purchase of vehicles ‘ 

Incidentally, I have extra copies of this. Would you care to have 
them ? 

Mr. Cuuporr. I think that everybody has one. I am sure every- 
body has one except Mr. Knox, and you ought to have it in the kit that 
we gave you. 

Now, if you do not, we will see that you get one. It isa letter from 
the Comptroller General of the United States dated April 27, 1955, and 
also a supplemental letter of the same date. 

Mr. Kane. Perhaps I should read it, Mr. Lanigan. 

Mr. Lanigan. All right. 

Mr. Kane (reading) : 


The financial advantages and disadvantages to the Government resulting under 
this lease cannot be ascertained definitely until after the vehicles have been 
returned to and disposed of by the lessor. The Bureau states that the arrange- 

ment covered by the lease is an experiment, and it has indicated informally that 
whether it would prove to be advantageous to the Government is problematical. 
However, the Bureau contends that several financial advantages are inherent in 
the lease. Claim is made that the lease arrangement will be the medium of— 

1. Reducing maintenance costs of its vehicular fleet (by elimination of an 
existing continuing necessity to maintain a proportion of it in standby condition) 
with resulting decrease in shop operation and personnel. 

2. An overall reduction in the number of vehicles currently required to trans- 
port its employees. 

3. Consistently maintaining top efficiency in fleet operation through its con- 
tractual ability to replace any vehicle rented before any substantial depreciation 
in performance. 

The Bureau states further that, to date, 39 vehicles have been leased at 2 
locations which are to be used as pilot installations (5 at the Cherokee Agency, 
Cherokee, N. C., and 84 at United Pueblos Agency, Albuquerque, N. Mex.). These 
units are said to have been the means of reducing the Government-owned fleet by 
22 vehicles with collateral reductions of 1 maintenance shop and 6 employees at 
United Pueblos Agency. 

In view of the higher original cost of the vehicles—as shown in answers to 
questions 7 and 8—and the various charges, such as licenses, insurance, taxes, 
interest, and the charges of Peterson, Howell & Heather, Inc., hereinafter re- 
ferred to as PHH, which performs the services under the le: 18e, we believe that 
the leasing of cars would be more costly to the Government. This belief is 
predicated upon the fact that such charges generally are greater than the cor- 
responding charges, if any, on Government-purchased cars. Another unusual 
cost is the requirement in section 9 of the lease that vehicles returned to the 
lessor shall remain subject to the lease pending sale but not to exceed 60 days. 


Now, to put it another way, Mr. Chairman, the cost to the contractor 
of the vehicles is $250 to $300 more than to the Government. The Gov- 
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ernment generally pays around $1,450, but for 6-cylinder automobiles. 
So right there it raises a question that in comparing you have two 
different types of automobiles. 

Under the lease agreement, within 3 years, the Government would 
pay more in rental payments to the contractor than it would for the 
purchase of the automobile directly. So the initial capital investment 
is more under the lease agreement. 

Mr. Cuuporr. Could I interrupt you just for a question there? Is 
there anything in the law that you know of, Mr. Kane, that provides 
that a Government agency has the right without an act of Con- 
gress to conduct an experiment to determine whether they shall 
lease or buy either an outomobile or any other commodity? 

Mr. Kane. No; there is no provision of law specifically on that 
that I know of. 

Mr. Cuuporr. So actually this experiment, even if it was a noble 
experiment and we found it to be a noble experiment, would be an 
illegal experiment? 

Mr. Kane. No, I could not say that, because as a matter of fact, 
in some respects I think the Department is to be commended for this, 
because as I will bring out in a minute, and we might as well do it 
now, if it is all right with you, when we made our audit report for the 
fiscal year 1954 on the Bureau of Indian Affairs, one of the things 
we looked into was the operation and utilization of motor vehicles. 
We found that there was room for great improvement by the Depart- 
ment with respect to the vehicles. 

When our auditors discussed it with the management people, they 
recognized that we had a good point, and as a result of that, this 
experiment, I think, can possibly be attributed in part to our sugges- 
tion that they examine their use of automobiles to see if they could 
improve the economy and efficiency of automobile operations. 

So personally I would certainly never criticize them for trying to 
experiment in some way or another to improve their motor vehicle 
operations. 

Mr. Cuuporr. So that I am not misunderstood, I am not criticizing 
them. I certainly think that every member of this subcommittee, and 
as a matter of fact, every Member of Congress would like the Gov- 
ernment to operate as efficiently and as economically as possible. 

Mr. Kane. That is right. 

Mr. Cuuporr. And certainly if it is cheaper to lease, we would like 
the departments to lease. If it is cheaper to buy, we would like the 
departments to buy. But nevertheless it appears to me that if an 
experiment is going to be made and it is an illegal experiment, regard- 
less of how noble it might be, it still should not be conducted without 
rr coming to Congress and asking for some kind of right 
to do. 

Mr. Kane. Mr. Chairman, it is not illegal. First of all, the Depart- 
ment has authority to hire automobiles. Now, they have not been 
doing it before. But they were authorized to do it, and while they 
called it an experiment, it was an experiment of a program rather 
than an experiment of hiring, in the light of what you have in mind 
as to whether it is legal or illegal. 

Mr. Knox. Mr. Chairman, may I inquire as to how broad this 
rental or lease program is? 

Mr. Kane. How broad? 
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Mr. Knox. How broad a program. 

Mr. Kane, This particular contract, although it provided for an 
unlimited number of automobiles that could be furnished to the De- 
partment of the Interior, Bureau of Indian Affairs, actually the 
parties understood that there would be less than 50. 

Mr. Knox. The reason why I inquired, Mr. Kane, was that if it was 
a pilot plan that the governmental agency had set up, then maybe 
there is some justification not to violate the law in any way, but to 
set up a pilot plan to make the experiment to determine as to which 
was in the best interests of the Government over a period, maybe, 
of a year or 2 years or 3 years, to find out what their actual cost was 
involved from the pilot plan against the cost if they had purchased 
the car outright and then disposed of them. 

Mr. Kane. I agree with you that, Mr. Congressman. I think the 
question of determination, of course, whether to lease or buy the cars 
is an administrative matter. The General Accounting Office never 
interferes with administrative discretion unless it is clearly violating 
the law. In this particular case the Department does have that au- 
thority, and as I said, personally I think that the experimental ap- 
proach is to be commended. 

Now, it may cost more. That is a matter for the Department to 
determine, whether they want to justify theexpenditure of funds on 
that basis. 

This whole field of automobile utilization in the Government is 
going through an experimental phase right now, and this committee 
and the full committee last year passed Public Law 766, Eighty-third 
Congress, authorizing the motor vehicle pool operation under the 
administration of GSA. That is going through an experimental and 
testing stage. But the whole idea is that something should be done 
in the Government to try to reduce automobile operational cost to a 
minimum. If you save a dollar on each automobile in the Govern- 
ment, you are going to save probably an amount equal to all the taxes 
that everyone pays in this room, because the Government has thou- 
sands of automobiles. So even if $1 can be saved, I think it is a good 
thing, on each automobile. 

Mr. Knox. The objection, then, that the GAO had was the medium 
in which the contract was entered into? 

Mr. Kane. That is it entirely. We had no alternative in the matter 
but to say that it was a void contract. I think if the Department 
had made their specifications more definite, at least more along the 
lines that they are doing presently, it certainly would have been per- 
fectly all right. We would never have raised the question of whether 
they had authority or not to contract on an experimental basis. 

Mr. Knox. I feel somewhat inclined to agree with the principle 
involved but not the method in which it was handled. 

Mr. Kane. Well 

Mr. Knox. Now, I fully realize that any governmental agency, even 
if you go down to your county levels, have the same provision, that 
they shall not purchase material or equipment at a cost of $500 or 
greater without advertising. 

Mr. Kane. That is right. 

Mr. Knox. And, of course, if the Bureau has violated the law, I 
think there was all the reason and justification in the world why the 
GAO should cancel out their contract. 
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However, I am not saying that the Government should not set up 
a pilot plan to make the experiment, so that we would know, then, 
from their findings and their accounting as to whether it is cheaper 
to lease or purchase automobiles. 

I note the one statement that you made that they were able to 
reduce— 
maintenance costs of its vehicular fleet (by elimination of an existing continuing 
necessity to maintain a proportion of it in standby condition) with resulting 
decrease in shop operation and personnel. 

Of course, if all those things are going to be taken into considera 
tion there would be a possibility that maybe it would be in the bat 
interests of the Government. However, I do not subscribe to any 
agency of Government violating the law as far as the $500 item is 
concerned. But I do believe that it is something that is worthy of our 
consideration, and not being too harsh upon any agency that is will- 
ing to try to reduce the cost of governmental operations without vio- 
lating the I: aw. 

Mr. Cnuvorr. Mr. Moss? 

Mr. Moss. I have a few questions. 

Getting around to this question of whether or not they reduced the 
costs and eliminated a number of shop employees, how did they do 
that? Has GAO checked to determine if there was an actual de- 
crease? If you are operating the vehicles, as I understand the con- 
tract, the Government must maintain them. It must pay all main- 
tenance costs. 

Mr. Kane. Yes. 

Mr. Moss. The only thing it is getting under the lease is an auto- 
mobile placed at its disposal 

Mr. Kane. That is right. 

Mr. Moss. And every cost in connection with it is a governmental 
cost. 

Mr. Kane. That is correct. 

Mr. Moss. Is there some magic whereby the leased automobile does 
not require as much maintenance as the owned automobile ? 

Mr. Kane. No. I think 

Mr. Moss. Or it is because in this instance they immediately received 
34 new automobiles and the immediate maintenance at that moment 
might have been less ? 

Mr. Kane. That is correct. Now, when we talk about maintenance 
and operation by the Government, we have to keep in mind that under 
the policy of the Congress at the present time with respect to author- 
izing agencies to purchase automobiles, there is a requirement, ad- 
ministratively set, that they cannot turn them in until they have 60,000 
miles on them or until they are 6 years old. Automatically éhain- 
tenance and operation costs after the first 2 years are naturally going 
to goup. If the Government should adopt the policy of trading i in 
cars every 2 years, it should reduce the maintenance and operation cost 
to the Government just as much as it would under this lease arrange- 
ment. 

Mr. Moss. But it would increase 

Mr. Kane. It would increase the capital investment ; yes. 

Mr. Moss. The capital investment would have to be maintained at 
a much higher level, and your depreciation costs would be much 
greater, because your first-year depreciation is the greatest. 
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Mr. Kane. That is right. 

Mr. Moss. Under this, I believe that it is set up at 214 percent 
a month. 

Mr. Kane. Two percent. 

Mr. Moss. Two percent a month for the first year? 

Mr. Kane. It is 2 percent for the first 4 years. 

Mr. Moss. Whatever we call it, there is also another cost factor of 
a half percent or a third of a percent, and I believe a half percent for 
management ? 

Mr. Kane. That is correct. 

Mr. Moss. So that your cost is about 33 percent. 

Mr. Cuuporr. Not only that, Mr. Moss. The whole thing wrong 
with this plan, in my opinion—and I am far from an expert—is that 
when the Government buys a car, they buy it from the manufacturer 
and they buy it at the manufacturer’s cost. 

Mr. Moss. Yes. But this is predicated on a higher cost. 

Mr. Cuvuporr. This is predicated on a dealer’s ‘cost. And secondly 
if you make a study on this thing—we made it in Pennsylvania—we 
had the same problem in the C ommonwealth—we found that if the 
Commonwealth bought a 1955 model at wholesale and operated it only 
1 year, they could sell it at retail the following year and make a profit 
on it. So actually the automobile would cost. them nothing except, 
of course, the gasoline and the general operational expenses. 

Mr. Moss. I believe in California we operate a pool arrangement, 
with 40,000 miles. 

Mr. Cuuporr. I believe that what is wrong with the law is that 
the Gov ernment insists that we keep these cars 6 years. If we worked 
out a 2- and 3-year basis, we probably could buy the cars and operate 
them much more cheaply than we could leasing them from anybody. 

Mr. Kane. I think that is a valid conclusion, Mr. Chairman. 

Mr. Moss. We made a study of it when I was in the legislature i 
California and as a result of it, I joined in drafting a bill setting up a 
pool arrangement, with very strict accounting, which reduced our 
costs of fleet operation considerably. 

What are the costs to the Bureau of Indian Affairs for an auto- 
mobile? I mean, do they have accurate cost accounting, detailed 
accounting, so that they know how much it costs them to own and 
operate an automobile? 

Mr. Kane. I cannot answer that because we have not audited their 
costs. 

Mr. Moss. Without such a system it would be impossible for them 
to make an accurate comparison under the lease with the previous 
operation, would it not? 

Mr. Kane. That is true. Of course, for comparison of operating 
costs, the figure that has been used is $0.0342, which is an overall figure 
that has been reported by the Department, and we do not know whether 
that is accurate or not, but assume that it is. 

Mr. Cuuporr. That is an average overall ? 

Mr. Kane. That is an average. 

The car is from 1 year old to 10. 

Mr. Moss. But it is not broken down into any fleets by individual 
agencies ? 

Mr. Kane. No; as far as I know, it is not. 
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Mr. Munonen. This is the BIA figure. 

Mr. Moss. It would seem rather difficult for the Bureau of Indian 
Affairs, then, to evaluate properly the lease against the previous oper- 
ation unless they have some costs for a proper comparison. 

Mr. Kane. That may be true, but I would not argue too much with 
that figure, because I assume that it is averaged over the Bureau as 
a whole, and that may be a very good figure. 

Mr. Moss. If they were going to experiment with this, logically 
they should have first established their costs under the present system, 
so that they could then switch to a lease in a limited area and accumu- 
late additional data which could then be compared against current 
cperations, and as a result of their experiment, they then would know 
whether they were making a gain. 

Mr. Kane. That is right. 

Mr. Moss. Without that, you can accumulate statistics to prove or 
disprove almost anything. Whatever their objective might be, they 
then could get the necessary statistics to substantiate it. 

Mr. Kane. That is true. 

Mr. Moss. Now, under this new request for bid, is it customary for 
the Government in a bid of this type not to require a performance 
bond ? 

Mr. Kane. The law with respect to performance bonds is limited 
strictly to construction contracts, public works. 

Mr. Moss. Not in services ? 

Mr. Kane. There is no requirement by law that the purchasing 
of services or supplies be backed up by a performance bond. 

Mr. Moss. It is an administrative requirement ? 

Mr. Kane. It is a matter for administrative determination, and 
there are many contracts in which the administrative officials of the 
department involved do require a performance bond. It is a matter 
of judgment in each case. I think one has to take into consideration 
that the cost of the bond will be reflected in the contract price anyway. 

Mr. Moss. That could be. But here we have a case where they have 
a bid request as of June 17—I think that was the date for opening 

Mr. Kane. Yes. 

Mr. Moss. You do not know when they are going to award it, but 
they want automobiles the Ist of July. 

Mr. Kanr. Yes. 

Mr. Moss. Now, suppose they go ahead and award that to some- 
one other than the firm with automobiles in the area immediately 
available, and he cannot fulfill the contract until the 1st of August. 
You have all the field personnel—I imagine they have field per- 
sonnel—benched ; they cannot put them out in the field. 

Mr. Cuuporr. Of course, there might be an answer to that. 

Mr. Kane. There are two answers to it. 

You go ahead, Mr. Chairman. 

Mr. Cuuporr. I thought of an answer to it. And I know the 
Government does this in other cases. They can go out in the field 
and rent another automobile and then charge the man who entered 
into the contract the difference between what his contract price was 
and the rental that they had to pay in the emergency. 

Mr. Moss. If that is a condition of the contract. 

Mr. Cuuporr. Well, I think that is a general condition of law, 
and I think it operates in almost every governmental contract. If 
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you deal with the VA and sell them some aspirin tablets and agree to 
give them 100 for 9 cents, and you do not deliver them, if they have 
to go out and pay 90 cents for 100, they sue you for the difference. 

Mr. Moss. Supposing the firm decides to do as Mr. Howell indicated 
yesterday that they might well do under such circumstances, just 
withdraw from the contract; you have no performance bond. 

Mr. Kane. There is no performance bond; nor, under the contract, 
or the present invitation, is there a liquidated damage clause. 

Mr. Cuuporr. That is a bad contract. The contract is one thing 
and the principle of law is another. 

Mr. Kane. But if they should default, of course, the Government 
still has a right to collect the excess cost. The Government would 
award a new contract to one of the competitors, and if at additional 
cost, the General Accounting Office would, of course, set up a claim 
against the defaulting contractor. 

Mr. Moss. Would it not be in the best interests of the Government 
under such a contract to anticipate the possibility of difficulty and 
to provide in the contract, or the request for bid, conditions which 
would take care of that? 

Mr. Kane. It should have been considered in the drafting of the 
contract. 

Mr. Moss. Would it not be better to give some set period of time 
to the contractor to supply the automobiles? Here you have no 
time at all. They could award the contract the 30th day of June 
and say, “Now, gentlemen, we expect our automobiles tomorrow 
morning.” 

Mr. Kane. Yes. 

Mr. Moss. It would be an unreasonable thing for them to do, but 
it could be done. 

Mr. Kane. Of course, the answer to that in some respects is whether 
or not you have bids responsive to those conditions. Apparently they 
did get 5 at one place and 4 at the other, which indicates that it can 
be performed. Now, to what extent that may have precluded other 
potential bidders, that delivery date, is another matter. 

Mr. Laniean. May I ask a question? 

Mr. Cuvporr. Well 

Mr. Moss. If you have conditions in a request for bid which enable 
a man to do business with you because your terms are reasonable, you 
might get better bids than if they are so restrictive as to exclude a 
number of bidders. 

Mr. Kane. You are absolutely right. And if I were to criticize 
this, I would say that the time limitation here is very strict. 

Mr. Moss. Unrealistic. 

Mr. Cuuporr. Mr. Kane, do you know who drew up this invitation 
to bid, from your own knowledge? 

Mr. Kane. No, sir. 

Mr. Cuuporr. But it was drawn up by the Bureau of Indian 
Affairs ? 

Mr. Kane. I do not know who drew it up. The General Account- 
ing Office did not participate in it. 

r. Cuuporr. Of course, under the law it would have to be turned 
over to the legal officer to determine whether or not it complied with 
the law—for his approval. 

Mr. Kane. You mean in the department? 
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Mr. Cuuporr. Yes, the invitation to bid. 

Mr. Kane. I know of no requirement that a contracting officer has 
to turn it over to the legal Eepavonet of an agency. It may be 
that the Department of the Interior has that regulation, but I cannot 
state that. 

Mr. Cuuporr. In other words, that is up to the department itself? 

Mr. Kane. That is right. 

Mr. Cuuporr. So that you could send out an invitation to bid that 
did not come anywhere near complying with the law and enter into 
a contract that did not come anywhere near complying with the law, 
and you would never know about it unless somebody picked it up 
either through your own auditors or through some other investigating 
committee of the Congress? 

Mr. Kane. Well, there is one other way. The certifying officer, 
when he receives the first voucher to certify, may raise the question, 
in which case his only protection is to send to the General Accounting 
Office and ask for a decision, because notwithstanding the assurance 
of the contracting officials or even the legal departments of the agency 
concerned, that is no protection to him. His only protection is to 
come to the General Accounting Office. 

Mr. Cuuporr. Of course, that leads me to this conclusion, that 
things are operating pretty loosely, don’t you think? 

Mr. Kane. Now we are into a matter of sound administration in 
Government. You cannot tie down departments so tightly that you 
have to outline each step. After all, administration in the Govern- 
ment is just good, sound judgment. 

Mr. Moss. You would not say that this was a model request, would 
you? 

Mr. Kane. As I stated, personally if I had been working on the 
contract, I would have tried to get it out a little earlier and given a 
little more time with respect to the delivery date. 

Mr. Cuvporr. And you would have also, if you had to discuss the 
question of getting out an invitation to bid, if you decided to call 
in some of these rental agencies, not call in one, but you would call 
in 3 or 4 or maybe 5 or 6 of them to discuss this; is that not right, 
Mr. Kane? 

Mr. Kanr. I would personally advertise it from the rooftops, espe- 
cially in an experimental contract of this type. 

Mr. Cuuporr. I believe you were here yesterday when Mr. Howell 
testified, and he said that the Department of the Interior called him 
in and they discussed the problem because you had declared the con- 
tract illegal and they needed the cars, and they discussed how they 
were going to proceed to get the cars by invitation to bid, and Mr. 
Howell, through his experience, gave them certain advice, and I said 
to Mr. Howell, “Do you know of any other company that was called 
in to give advice?” and he said, “No; I don’t know.” 

I am going to ask the Bureau of Indian Affairs when we get to 
them whether they did call anybody else in. 

Mr. Kane. Yes, sir. 

Mr. Lantaan. Now, I would like to ask a question. 

You mentioned that the bids were responsive to the specifications 
at Albuquerque, and T would like to read some of them. Then we will 
worry about the question later. 

Mr. Kane. All right. 
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Mr. Lanican. In the case of one bidder, Central Motor Co., they 
required 12 days to deliver the passenger cars and 30 days to deliver 
the 4 station wagons. Rollins Fleet Leasing of Rehoboth Beach, 
Del., said that they could supply both the passenger cars and the sta- 
tion wagons in 9 days. Another outfit, Carl Folkner of Albuquerque, 
said he would take 15 days to deliver both the station wagons and 
the passenger cars. 

Truck Rental Co. said they would take 14 days to deliver the pas- 
senger cars and 30 days to deliver the station wagons, and Peterson, 
Howell & Heather said they would not guarantee delivery by July 1, 
as Mr. Howell testified yesterday. 

Now, would you stand by that statement that these were responsive, 
all these bids, if you had known these figures ? 

Mr. Kane. I am not too sure whether I said “responsive” or not. 
What I really meant was “responded to the invitation.” : 

Now, whether or not the response was strictly in accordance with 
the invitation to bid, I do not know. As I say, I have not even 
looked at this. 

Mr. Lanican. I will not ask you as to the effect of that, because 
you said the General Accounting Office is considering it. 

Mr. Kane. That is right. 

Mr. Lanican. And it is a quasi-juidicial matter. 

Mr. Kane. That is right. 

Mr. Knox. May I inquire, then, Mr. Chairman 

Mr. Cuuporr. Surely. 

Mr. Knox. What were the specifications as far as delivery date was 
concerned in the contract? 

Mr. Lanigan. In the invitation to bid ? 

Mr. Knox. Yes. 

Mr. Laniean. The delivery date was that all cars or all vehicles 
had to be delivered at Albuquerque by July 1. The invitation also 
contained a request that each bidder state the minimum number of 
calendar days it would require to deliver the cars after it received 
the purchase order. The bids were opened on June 17, last Friday. 

I do not know whether or not the low bidder has been declared 
yet. Maybe Mr. Kane knows that. 

Mr. Cuuporr. I think there was something in the press this morn- 
ing about who the low bidder was. I think I saw a story in the 
Washington Post in which I do not remember the name of the 
bidder, but I think it mentioned it. 

Does anybody have that clipping? I saw it floating around here 
before. 

Mr. Kane. I just happened to have it. 

Mr. Knox. What date was the invitation issued on? 

Mr. Lanican. The invitation was issued on June 2, 1955. 

Mr. Knox. And when was the date of the opening of the bids 
determined ? 

Mr. Lanigan. The invitation to bid contained in itself the date 
upon which the bids were to be opened. I do not know how that 
determination was made. 

Mr. Knox. In other words, when the invitation went out to the 
prospective bidders they were alerted to the fact that the bids would 
be opened on June 17 ? 

Mr. Lanican. Yes. They knew 
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Mr. Knox. And the delivery date would be July 1; is that not 
right ? 

Mr. Lanican. Yes. 

Mr. Knox. Then there was no discrimination as far as the invita- 
tion that went out was concerned. It went to each individual agency 
that wanted to bid upon furnishing the cars to the Bureau of Indian 
Affairs. 

Mr. Lanican. Well, we have a witness who protested to the General 
Accounting Office and brought the matter to the committee, and we 
have some other letters. But that will come later. 

Mr. Moss. Mr. Knox, on that point I think that yesterday it de- 
veloped that there had been a negotiated agreement which was can- 
celed under orders of the General Accounting Office, by the Comptrol- 
ler General, and Peterson, Howell & Heather had in the area, 34 
automobiles which the Government had been using. They were im- 
mediately available. So they were in an advantageous position to 
that extent to continue to make those automobiles available. And in 
fact they are being used under a negotiated arrangement, under the 
$500 ceiling, at the present time. 

Mr. Cuuporr. If you want to get those figures, I have them here. 
There was a negotiated agreement 

Mr. Moss. They were in a position in submitting a bid to know that 
they had available without any further effort on their part at least 
34 automobiles. That was an advantage that they enjoyed over any 
other bidder. 

Mr. Knox. Mr. Lanigan just stated that we had a witness, or will 
have a witness 

Mr. Lanican. There is one witness who complained. 

Mr. Cuuporr. At least one. 

oo And he was the one who had received an invitation 
to bid ? 

Mr. Laniean. Well, I would like the witness to speak for himself. 
But he had an invitation to bid ; yes. 

Mr. Knox. And because of the fact that he was unable to meet the 
criteria that were set up in the invitation to bid, now he is objecting ; 
is that it? 

Mr. Lanican. Yes. 

Mr. Cuuporr. Well, he filed a complaint, and we think he has a 
right to be heard. 

Mr. Knox. Oh, yes. I will not say he has no right to be heard. 

Mr. Cxuporr. I want to say this to you, bearing out what I said 
before. In this morning’s Washington Post, there was this article, 
and I will read the last paragraph of the article: 








After the Comptroller General’s ruling, the Bureau asked a number of auto 
rental firms, including Howell’s, to submit competitive bids to furnish 39 cars 
on and after July 1, 1955. They did so. Last week the Bureau announced 
that Rollins Fleet Leasing, Inc., of Rehoboth, Del., had offered the low bid. 

So evidently they have opened this bid and have announced the 
low bid. Now, of course, they do not have to give it to the low bidder. 
They can give it to some other bidder if they feel that the lower 
bidder is not financially responsible and cannot meet the obligations 
in the invitation. 

Mr. Knox. May I ask further, then, of GAO or someone that has 
the information, do they not have to file also a performance bond at 
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the time that they submit their bid to furnish these cars, and then 
if they do not receive the bid, their bond is returned to them? 

Mr. Kane. Mr. Knox, the law only requires performance bonds in 
connection with public works, building programs. There is no legal 
requirement that performance bonds be furnished for contracts for 
services or supplies. It is a matter for administrative discretion. 

Mr. Knox. Then you are informing me that the invitation to bid 
that went out did not require these bidders to file a bond? 

Mr. Kane. No. There was no requirement for a bond. 

Mr. CuuporFr. It came out yesterday, and I give you these facts 
without taking one side or the other, or a personal opinion, that when 
this contract was voided the Government or the lessor—I do not 
remember which—took these automobiles and locked them up in a 
field close by to where they were being used. Then shortly thereafter 
the Howell Co. was called in and a negotiated contract was entered 
into for 5 vehicles at Cherokee for $407.50 flat, which is under the 3500 
mark, and 4 vehicles at Albuquerque, at $500, which met the law, 
from May 9 until June 30. 

Then when the invitations to bid were being prepared, Mr. Howell 
testi ed that the Bureau of Indian Affairs called them in to discuss 
what should be done in this invitation to bid, and it just worked out 
so conveniently for this one particular bidder to have the cars right 
on the spot, although there was one qualification. The Government 
could say, “We don’t want those cars. We want new ones.” And, 
of course, if they had requested new ones the lessor would have had to 
produce new ones for them. But it is hard for me to believe that the 
Government would have asked for new ones. I think that they would 
have just opened up the lock on the field and taken those cars and 
leased them if the Howell Co. had been awarded the contract. 

Mr. Knox. Now, Mr. Chudoff, may I inquire from you, if you have 
the information, did the invitation to bid provide for the delivery of 
new cars? 

Mr. Cuuporr. It gave the Government the option, I believe, either 
to get new or used. 

Mr. Lanican. Could I answer that? 

Mr. Cuuporr. Yes. I think I had better get Mr. Lanigan to answer 
that, because he is more familiar with it. 

Mr. Laniean. Or we can ask Mr. Kane. He has an invitation in 
front of him. 

The invitation, as I understand it—I will ask Mr. Kane to check 
me—allowed the delivery of cars with up to 15,000-miles use on them. 
The Peterson, Howell & Heather bid gave the Government the option 
of taking the used cars or asking for new cars. The invitation itself 
allowed the successful bidder to supply used cars. It made no re- 
quirement of new cars at all. 

Is that correct, Mr. Kane? 

Mr. Kane. The attachment to the invitation to bid, entitled “Re- 
quirements and Specifications for Furnishing Equipment Under This 
Invitation To Bid,” provides under subsection (b)— 

The vehicles shall all be 1955 models and shall not have been driven more 
than 15,000 miles. 

Mr. Cuuporr. And they had happened to be the same kind of vehi- 
cles that were lying in the field out there; is that right ? 











44 CONTRACTS FOR RENTAL OF AUTOMOBILES 





Mr. Kane. I understand. We have not verified that, but 
Mr. Cuuporr. Well, Mr. Howell testified to that yesterday. 
Mr. Kane. Yes. 

The way this invitation is, the contractor appears to have the al- 
ternative in the matter as to whether to furnish new or used cars. 

Mr. Knox. Has it been the common practice of the Government to 
purchase used cars? 

Mr. Kane. I cannot answer that categorically, but I do not know 
of any purchases by the Government of used cars. 

Mr. Moore. No. 

Mr. Kanr. There may have been some isolated instances, but as 
far as I know, the general practice is to buy new cars. 

Mr. Knox. Must I assume from testimony that has been given here 
that it is the opinion of the GAO that there was a deal entered into 
prior to the invitation to bid on these cars, or is it your opinion that it 
just was happenstance ? 

Mr. Cuuporr. I want to be fair about that. Anything that I gave 
is my opinion and not GAO’s. 

Mr. Kane. Mr. Congressman, I hope I have not made a statement 
that would in any way impugn the motives of the Department or 
intimate that there had been a deal, because we do not know. We 
certainly have not looked into it for that purpose. 

Mr. Cuvuporr. Mr. Knox, there is just enough doubt in my mind 
that says to me, “We ought to look at it.” That is all. 

Mr. Knox. The way I look at it is that the GAO saw fit to cancel out 
this other contract. 

Mr. Kane. It was only on one phase. It was not as to the merits, 
or as to whether or not the contractor had been selected purposely or 
anything else. It was a question of whether the requirements of the 
law were met with respect to advertising, and it was a cold legal point 
for us to consider, and not anything to do with the administrative 
discretion in the matter. 

Mr. Knox. The Bureau of Indian Affairs have not been heard on 
this matter? 

Mr. Cuuporr. No. They are going to be heard. They will have 
a full opportunity to answer all questions, and I just said it was my 
considered opinion that we ought to look at the question, and I may 
be all wrong and if I am, I will be the first one to apologize. But it 
appears to me that on the pure, hard and cold facts the bid might 
have been considered rigged. 

Mr. Knox. You understand, I am not trying to defend the GAO or 
the Bureau of Indian Affairs at all, but I am inquiring relative to the 
specifications in the contract, and if they have all received the same 
specifications, and then, of course, it is entirely up to the agency to 
determine as to what bid they are going to accept. I did ask you one 
question, if it was the practice of the Government to purchase used 
cars. 

Mr. Kane. Yes. 

Mr. Knox. That was for my own personal information. 

Mr. Kane. That is right. 

Mr. Knox. I believe that is all. 

Mr. Cuuporr. Do you have any further questions, Mr. Moss? 

Mr. Moss. No. 

Mr. Cuvuporr. Mr. Lanigan may continue. 
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Mr. Lanican. To get back to the contract that we were somanne 
between the Bureau of Indian Affairs and Peterson, Howell, 
Heather, what charge did Peterson, Howell, & Heather make dine 
than the 2-percent depreciation reserve that was set up? What charge 
did they make to the Government ? 

Mr. Kane. The contract provided a sliding-scale charge—I should 
have those figures right in my mind, but I do not. The contract pro- 
vides 21% per rcent per month for the first year, the half percent broken 
down between one-third of 1 percent per month for financing and 
one-sixth of 1 percent per month as the contractor’s management. 
For the next 12-month period the contract provided for a rental rate 
decrease to 2.38 percent, and for the third year to 2.14 mbes and 
until the end of the 50th month and thereafter just a flat $3 rate. 

Mr. Lanican. Now, to get to the first year, you said that there was 
one-third of 1 percent per month that went to financing. What did 
that amount to per year? 

Mr. Kane. Four percent. But on an effective basis it would run 
about 4.74. 

Mr. Lanigan. That is, if you consider the fact that the money is 
being paid back 

Mr. Kane. That is right. 

Mr. Lanican. And the interest continued on the full amount of 
the cost of the car; is that right ? 

Mr. Kane. That is right. 

Mr. Hirschhorn, who was here yesterday, and who, I explained 
to you, could not stay for today, advised that on a 4-year basis it would 
average up to 4.7 something. 

Mr. Lanican. Four point seven. Then the Government would pay 
4.7 percent interest over 4 years on the original cost of the car, despite 
the fact that it was continuously paying off the price of the car by 
paying money into the depreciation reserve; is that right? 

Mr. Kane. Yes; I think that is correct. 

Mr. Lanigan. And what does the Government usually pay for 
interest if it borrows money ? 

Mr. Kane. On a 4-year period, it would be about 2 percent right 
now. Long-term financing is pretty close to 3 percent; short term 
gets down to a little over 1 percent; and you can average it out about 
any way you want to, depending on how you look at it. But it is 
usually around 2 percent. 

Mr. Moss. Now, if we take the cost of the car, just for purposes 
of figuring here at, say, $2,000, referring to the 2 percent for deprecia- 
tion reserve, is it 2 percent each month for the first year, and then 
it reduces to about what? 

Mr. Kane. Depreciation is constant. 

Mr. Moss. It is a constant 2 percent ? 

Mr. Kanp. Yes. 

Mr. Moss. The financing goes down? 

Mr. Kane. Yes. 

Mr. Moss. And it is one-sixth of 1 percent for management; is that 
constant ? 

_ Mr. Kane. No; that would not be constant. That dropped down a 
little bit. I do not have it figured out, but it will go down a little 
bit, too. 
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Incidentally, the percentage factor over 2 percent is not part of 
this contract. That is part of the arrangement between the lessee or, 
rather, the trustee and the Peterson Co. They could change that any 
way they wanted to, as it is on financing plan with the Mutual Life 
Insurance Co. But that could be changed any time. 

Mr. Moss. That is, the basis for the rental ? 

Mr. Kane. Yes. 

Mr. Moss. Now, that is to create a depreciation reserve ? 

Mr. Kane. That is right. 

Mr. Moss. At the end of 4 years you would have a debit there of 
about $960 ? 

Mr. Kane. Something like that; yes. 

Mr. Moss. And if they then sold the car at the end of 4 years, and 
the market was bad at that point, and they did not recover normal 
Blue Book on the automobile, they could then charge back to the 
Government 

Mr. Kane. Any deficiency. 

Mr. Moss. So that there would be an actual effective monthly rate 
in excess of 2 percent ? 

Mr. Kane. Yes; that is true. 

Mr. Cnuuporr. Mr. Moss 

Mr. Moss. Whatever that figure might be, that would be permitted 
under the contract ? 

Mr. Kane. That is right. 

Mr. Cuuporr. You have to add to that, Mr. Moss, the 2 months’ 
rent that they get while they are trying to sell the car. 

Mr. Kane. Yes. Then they have a 2-month period, a 60-day period, 
there in which to dispose of the automobile. 

Mr. Cuuporr. While the automobile is lying on the lot, they get 
rental? 

Mr. Kane. Yes. They might turn it over the next day, or it might 
take them 2 months. 

Mr. Cuuporr. Yes. But certainly they are going to get something. 

Mr. Kane. That is right. Under the contract terms the contractor 
is to be made whole with respect to the original cost of the car. 

Mr. Moss. So that the 2 percent is merely a target figure; and it 
could be more ? 

Mr. Kane. That is right; it could. 

Mr. Moss. It is not a fixed-price contract, then. It does not 
guarantee that the Government is going to have service for so much? 

Mr. Moss. Surely. The target is fixed, but in many instances auto- 
mobiles, especially when the buyer is a fleet buyer, do go for less than 
Blue Book. The dealer usually does not want to take them and then 
wholesale them. 

Mr. Kane. Yes. 

Mr. Moss. And when you wholesale them, you usually drop below 
Blue Book rather considerably. 

Mr. Kane. That is right. As we stated, the Government really 
does not know what it is going to pay until the car is actually sold, and 
that is something in the future, and they may get a good deal out of it 
or they may take a loss. 

Mr. Moss. And they might end up by having quite a number of 
units on which they would be paying rental for the full 2 months? 

Mr. Kane. That could be; yes. 
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Mr. Cuuporr. And it might be that it would pay them to keep the 
car lying on the lot for 2 months, so as to get full rental on it. 

Mr. Moss. Yes. 

Mr. Kane. Of course, I would think that the Department would 
certainly want to follow up to see that the contractor was not taking 
his sweet time. 

Mr. Cuuporr. I would consider that extra gravy. If I were in 
the business I would certainly let it lie on there a month or two before 
getting rid of it. 

- Mr. Moss. Of course, you could not expect the contractor to rush 
in and dispose of his automobiles in too much of a hurry, because the 
loss is going to be absorbed by the Government; so it does not really 
matter. 

Mr. Kane. That is right. And that is where you need effective 
management in Government, to see that the contractor got on the ball 
and disposed of them as soon as possible. 

Mr. ise. Could I continue? 

Mr. Cuuporr. Surely. 

Mr. Lantean. Is it correct» then, that the Government is paying 
4.7 percent interest over a 4-year period and also assumes the risk 
of the speculation as to the value of the car at the end of the time; 
the Government has to make all repairs on the car, and so assumes 
the risk of any extraordinary repair bills, and still it is paying 
well over 4 percent interest, where it normally could get money at 2 
percent ? 

Mr. Kane. That is right. The effective rate is 4.832, on 50 months. 

Mr. Moss. It also has to pay the cost of insurance on each auto- 
mobile in order to protect the trustee and Mutual of New York. 

Mr. Kane. Yes, sir. 

Mr. Lanican. That is in addition ? 

Mr. Kane. That is in addition. 

Mr. Cuuporr. Also they have to pay the title charges; they also 
have to pay for the tags, which they would nor ordinarily have if 
they owned it themselves. 

Mr. Kane. That is right. 

Mr. Cuuporr. And they have to pay for a lot of things. 

Mr. Kane. In addition to that, there was a supplemental manage- 
ment contract under which the Peterson Co. agreed to give certain 
management information with respect to the operation of the cars, 
which was $1 a month per car. 

Mr. Moss. Now, that was in addition to the one-sixth? 

Mr. Kane. Yes, sir. 

Mr. Cuuporr. What did they agree to do for $1 a month? 

Mr. Kane. The contract provided : 

Submit monthly performance on the vehicles under the lease; submit quarterly 
itemized analysis of mileage operating expense for each vehicle; calling to 
the Government’s attention items that appear to be out of line in relation to 
other vehicles ; submit final operating cost analysis of each vehicle sold; analyze 
repair bills; submit warranted claims to the manufacturer and/or dealer; and 
turn over to the Government all proceeds of such claims; submit periodically 
a recommended program for replacement of vehicles aimed at keeping deprecia- 
tion costs and operating costs to a minimum; advise the Government through 
manuals, weekly newsletters, and personal visits on any and all matters aimed 


at maximum fleet efficiency at minimum cost; the initial titling and registration 
of leased vehicles would be handled by the dealer, through which the vehicles 
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are obtained, and these expenses would be added to the dealer’s invoice at time 
of delivery. Thereafter the Government shall pay for all renewal registration. 

The next one was to arrange for the trustee to have the PD and 
PL insurance placed on the automobile. 

Mr. Cuuporr. For which they would get a commission ? 

Mr. Kane. The contract is silent. 

Mr. Hearuer. Mr. Chairman, may I interrupt? 

Mr. Cuuvorr. No. You will have your opportunity. We will give 
you a chance to “Rr 

Mr. Hearuer. I am Mr. Heather. 

Mr. Cuuporr. Mr. Heather, we will give you a chance to testify. 

Mr. Kane. I cannot answer about that. I don’t know, as to com- 
mission. 

Mr. Moss. May I make one observation? If the titling charges 
and licensing are handled by the dealer and invoiced as part of the 
delivered cost of the automobile, then under the contract the Govern- 
ment would be paying interest, depreciation, financing, and man- 
agement on that for the period of the contract ? 

Mr. Kane. That is right. 

Mr. Knox. Mr. Kane, under the contract what are the terms on 
replacements ? 

Mr. Kane. The contract does not specify as to the terms of replace- 
ment. It gives the Government the right to get replacement any time 
it wishes. Now, we understand that administratively the target was 
to replace every 2 years. 

Mr. Moss. Now 

Mr. Kane. But to keep the record straight on it, the contract pro- 
vided that the lease terms as to any vehicle shall not be less than 12 
months except with the consent of the trustee, if the parties could 
agree. 

Mr. Moss. Now, another question on the contract. The insurance 
which is required by the contract is for the protection of the trustee 
and Mutual. Now let us assume that one of these automobiles was 
involved in a wreck, and it was felt that the car was damaged so badly 
that it was good only for junking and you could not salvage it. The 
Government would have to replace that automobile, w ould it not? 

Mr. Kane. That is correct. 

Mr. Moss. Completely. 

Mr. Kane. That is right; either replace it or it would be sold for 
junk and they would have to make up the difference. 

Mr. Moss. Make up the difference ? 

Mr. Kanr. Yes, sir. 

Mr. Moss. And the insurance would provide no protection except- 
ing to—— 

Mr. Kane. Yes; just PD and PL. 

Mr. Moss. Yes. It is purely for the trustee and the 

Mr. Knox. Mr. Moss, would that not be a matter that the Govern- 
ment at their discretion was carrying their own insurance? 

Mr. Cuuporr. Except that they might be able to buy it elsewhere. 

Mr. Moss. Sometimes on a large enough fleet. operation you do not 
carry insurance. The cost of premiums is so great that you, in effect, 
insure yourself. 

Mr. Knox. That is right. In other words, they are carrying their 
own. 
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Mr. Cuuporr. I think in view of the fact that the Government uses 
such a volume of insurance, they might be in a position to buy it 
cheaper. 

Mr, Kane. There is one other point on the insurance. Of course, 
that insurance is not solely for the trustee and the contractor, because 


the Government is also protected, so that if there were tort claims 
arising out of the operation of the automobile, the Government itself 
would be protected, too. 

Mr. Moss. Where is that in the specifications or in the acceptance 
of the contract ? 

Mr. Kane. The contract provides for insurance, liability insurance. 

Mr. Laniean. Could you give us the section number ? 

Mr. Kane. Section 12. 

Mr. Cuuporr. Is that in your letter, the Comptroller General’s 
letter ? 

Mr. Kanr. No, sir. That is in the contract itself. 

Mr. Cuuporr. I see. All right. 

Mr. Moss (reading) : 

Such insurance policy shall name D. L. Peterson, trustee, the lessee, and 
Mutual as insureds and shall be in such amounts and with such insurers as 
shall be required or approved by the trustee. 

I see nothing there that would protect the Government. 

Mr. Kane. The supplemental management contract provides: 

Arrange to have D. L. Peterson, trustee, insure and keep insured each leased 
vehicle, at all times during the leased term for such vehicle, against liability for 
bodily injury and property damage from the time the vehicle is delivered to a 
representative of the Government until the vehicle is sold and legal title passes 
to the purchaser thereof. 

Mr. Moss. That is not under section 12, is it? 

Mr. Laniean. That is another contract, a supplemental contract. 

Mr. Kane. That is section 8 of the other contract. 

Mr. Moss. How does that apply to this one? That merely says 
that they shall be required to have the insurance. It says, “who 
shall be the insured,” and it makes quite clear that it is Peterson and 
Mutual. 

Mr. Cuuporr. As far as the comprehensive insurance is concerned, 
Mr. Moss, I believe that they would be the only ones who would have 
an insurable interest in the vehicle, but as far as the public liability 
and property damage is concerned, of course, the Government would 
be liable for its torts and, of course, it would have to be under the 
Tort Claims Act I think they call it, which the Department of Justice 
would have to defend, anyway. 

Mr. Kane. There is a provision in here on that. 

I would like to take just one more minute to look that up because 
I know it is in here somewhere as I had made a mental note of it. 

Mr. Cuuporr. As a matter of fact, the title of the car is in the 
trustee as trustee for the Mutual Life Insurance Co. 

Now, the comprehensive coverage, the insurable interest would be 
in the owner of the car and not in the lessee of the car, and the only 
thing the lessee could possibly be responsible for in case of a loss 
would be its property damage, or public liability law. So I think 
it is right as far as comprehensive is concerned, 
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Mr. Moss. This is in reference to—it says: 

The lessee shall at all times during the leased term for each vehicle insure 
and keep insured such vehicle against public liability and property damage * * * 
until the vehicle is sold and legal title passes to the purchaser thereof. 

Then it goes on and states that the policy shall name D. L. Peterson, 
trustee, and Mutual as insureds. 

It is my understanding, however, that in the actual policy the 
Government is also named. 

Mr. Kane. Here it is. The instructions which are issued in con- 
nection with this contract are very complete. It is entitled “Pro- 
cedures,” and it is very detailed. For instance, it provides that a 
goldenrod copy of the invoice shall be furnished to the contractor 
and a canary-colored copy to the Government. 

Mr. Cuuporr. You mean that is the color of paper? I thought it 
was a type of contract. 

Mr. Kane. On page 13 of the Procedures, it provides: 

Insurance policies must name D. L. Peterson, trustee, Mutual Life Insurance 
Co. of New York, the United States Government, and any licensed operator of the 
vehicle as coinsureds or additional insureds. 

Mr. Moss. That is all right, then. 

Mr. Cuuporr. Under the omnibus clause of every standard policy, 
any person operating the automobile with the permission of the owner 
is covered. 

Mr. Kane. That is right. 

Mr. Moss. Yes. 

Mr. Lanican. In the opinion of the Comptroller General issued on 
April 27, consideration was given to the question as to whether or 
not the statutory limitation on the purchase of passenger vehicles 
applied to this type of transaction. Could you tell us briefly what 
the Comptroller General’s answer was on that question ? 

Mr. Kane. The answer was that the limitation on the purchase 
of new cars is in no way applicable to the leasing and hiring of auto- 
mobiles. In other words, there is no limitation whatsoever. 

Now, maybe I can anticipate your next question, as to whether or 
not it may be utilized as a means of getting around such limitation 
as to the purchase of new automobiles. The law permits that. That 
is the only answer. 

Mr. Lanican. What is the difference in the type of control that the 
Government would have over the automobiles under this lease plan 
and that it would have over them if it had purchased the car, let us 
say the type of control and responsibility that the Government assumes 
as lessee as compared to those that it would assume as a purchaser 
of the car? 

Mr. Kane. If I understand your question correctly, I think that 
the Government’s control would be identical as to the use of it and 
conditions under which it would be used. I cannot see where there 
would be any management difference. 

Mr. Cuuporr. Let me ask you this question: Suppose out in Arizona 
or New Mexico there was a catastrophe of some kind and the Bureau 
of Indian Affairs wanted to lend the cars to the border patrol. They 
could not lend these cars out under their agreement. They do not 
ownthem. If they belonged to the Government, certainly there could 
be an executive or administrative order saying that all vehicles owned 
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by the Bureau of Indian Affairs shall be transferred to the border 
patrol for 1 week. But I do not believe there could be a transfer here 
under the contract with the trustee without permission of the trustee. 

Now, is there anything in the contract that allows the Government 
to do that? 

Mr. Kane. Let me see if I can think of a quick answer on that one. 
I would say yes, on this basis, that the President has authority to 
transfer functions around and to direct the use of Government prop- 
erty. I think that this contract would be subject to that overall 
control of the Government. 

Mr. Cuvuporr. Maybe you did not understand my question, now. 
Vehicles in this particular agreement are not owned by the Govern- 
ment. They are owned by Peterson, trustee, under a contract to 
operate them in accordance with the contract. Now, how can the 
President of the United States take a vehicle that does not belong 
to the United States and transfer it over for the use of the border 
patrol without the consent of the owner. He could if the Govern- 
ment owned the car. 

Mr. Kane. I still think that the President would have authority to 
transfer the rights of the Bureau of Indian Affairs under this contract 
to another Government agency. There is nothing in the contract that 
I recall which would specifically preclude it. 

Mr. Moss. Would it not be covered in section 5— 

Use of vehicles: The lessee may use or permit the use of the vehicles leased 
hereunder only for lawful purposes— 
and the loaning of such vehicles would be a lawful purpose ? 

Mr. Kane. That would be my interpretation. 

Mr. Cuuporr. I think we could get in a good legal argument about 
it. 

Mr. Kane. I agree with you there. But I think if it came before 
the General Accounting Office that might be our inclination in the 
matter. 

Mr. Knox. Wasn’t that somewhat, Mr. Chudoff, to the extreme? 

Mr. Cuuporr. I think they are the things that make the cases—the 
extreme. 

Mr. Knox. Of course, you realize, too, that if you had a piece of 
property and the Government needed it, in case of a national emer- 
gency, they could come in and take it from you. 

Mr. Cuuporr. I do not think anybody would kick about it, but I 
mean from a purely legal standpoint. I think I really have stated a 
very strong hypothetical case. 

Mr. Knox. I think you have. 

Mr. Kane. I did not anticipate the question, either. 

Mr. Laniean. To get back to the responsibilities and control, the 
Government under this contract would, as if it had bought the cars 
itself, have to pay all maintenance and repair charges and take the 
risk of the trade-in at the end of the useful period of the car’s life, the 
period in which it wants to use the car ? 

Mr. Kane. That is right. 

Mr. Laniean. So it handles the cars just about the same as if it 
owned them; is that right ? 

Mr. Kane. From the daily operation standpoint, I do not see the 
difference. 
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Mr. Lanican. But still you feel 

Mr. Kane. There is one thing that just occurred to me, that under 
this contract the parties contemplated that there be very detailed in- 
formation maintained on a daily basis as to the cost of operation and 
the mileage, and that might be something somewhat new. 

Mr. Lanican. That was under the second contract, though, the 
service contract ? 

Mr. Kane. That is right. 

Mr. Laniean. And that is not under the lease contract. 

Mr. Kanr. And I say that for a reason, because in our audit we 
found that there were not maintained as accurate records on the oper- 
ation of automobiles as there should be. But let me add, when this 

vas called to the Department’s attention, they have started to take 
corrective action in the matter. 

Mr. Moss: Now, on that point if the Government were operating 
its fleet in this instance as carefully as it should, it would maintain 
those cost records now ¢ 

Mr. Kane. It should, yes. 

Mr. Moss. That enters the field, then, of proper management. 

Mrs. Kane. Yes, sir. 

Mr. Moss. If we have proper management, and if management 
under the lease is no better or no worse than management under 
Government ownership, then it would be reasonable to anticipate that 
under the lease the cost to the Government would be more and not less, 
because there are additional items of expense which the Government 
would not have were it the owner of the automobile. 

Mr. Kane. That is true. 

Mr. Moss. So our real problem in saving money, in the operation 
of these fleets of Government-owned vehicles, is the question of proper 
management primarily ¢ 

Mr. Kane. That is right; proper management and adopting some 
of the principles that this lease is based on, that is, the Government 
itself being able to replace the vehicle the same as business does at 
the time when its operating costs start going up, and, of course, a 
basic congressional and Government decision has to be made on that 
some time. 

Mr. Moss. Of course, if you use that as a yardstick, it would be nec- 
essary to have these figures under a comparable fleet owned by the 
Government 

Mr. Kane. Yes. 

Mr. Moss. Where you could test one against the other ? 

Mr. Kane. That is correct. 

Mr. Moss. Do you know whether any such steps have been taken in 
the Bureau to actually make use of this, applying the same good man- 
agement practices to the operation of a Government-owned fleet as 
a private-business fleet ? 

Mr. Kane. We have not been able to obtain conclusive figures yet 
on that, because, as I say, we have had discussions with the Depart- 
ment on their motor-vehicle operations, and they are very acutely 
conscious now of the problem, and we think that they will "a what- 
ever is necessary. 

Mr. Moss. There is tremendous room for improvement. 

Mr. Kane. Oh, yes. In any department we go into, we find room 
for improvement. 
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Mr. Cuuporr. That is why we have this committee. 
Mr. Kane. That is right. 
Mr. Laniean. I might say, Mr. Moss, that in the statement that Mr. 

Howell presented yesterday, ‘which we ine orpor: ated 1 in the record this 

morning, he did m: ake this statement toward the end— 










































If the Federal Government would modernize its own fleet policies and proce- 
dures, individual bureaus would be table to operate more efficiently and eco- 
nomically without outside help from private industry 

which I think is in line with what you have been indicating in your 
questions. 

Mr. Knox. Mr. Chairman, on that question, then, I would be some- 
what of the opinion, maybe, that the Congress is somewhat to blame 
for putting such a long term of use upon the motor vehicles that are 
owned by the Government, because it is certainly definite that, as 
an individual who owns an automobile, I can get the first year or 
two’s use out of my car without practically any cost as far as mainte- 
nance is concerned in the garage, outside of tires, gas, and oil. 

If we have to go to the extreme to say that this car must have 60,000 
miles or be 6 years old before it can be replaced, maybe we are to blame. 
Maybe if we would relax a little, the governmental agencies would be 
able to operate more efficiently within their own departments. 

Mr. Moss. Do you not think that also perhaps Congress is to blame 
for not requiring more extensive use of pooling arrangements? Now, 
I drive to the office building each morning, and I see Government- 
owned chauffer-driven vehicles ahead of me, and they may have 4 
or 2 people in them at the most. Occasionally I see a station wagon 
that has a full capacity load. But I think if we utilized a little more 
effectively the vehicles we owned, the question of age and obsolescence 
is not as important as failure to properly utilize the vehicles them- 
selves. 

Mr. Knox. That could be very true, Mr. Moss. I believe that if the 
pooling of the use of automobiles certainly could be expanded to : 
great. degree—and in private business, I think it is done in private 
business, and it has proven to be beneficial to the business—it certainly 
could to the Government. 

Mr. Moss. We have finally adopted the pooling arrangement in 
California because it was our conclusion, after careful survey and 
study, that it was the only solution. 

We also limited automobiles as to t ypes, and we cut down materially 
the cost of oper ating them. 

Mr. Knox. That is true. The same thing prevails in Michigan. 
We have a State car pool for all cars. If you want a car you go to 
the car pool and you get your car from there and make your trip 
and return it back to the pool, and then that car is ready for the next 
person that makes a request for an automobile. 

Mr. Cuuporr. | am sure that if we made an investigation State by 
State in comparison, we would find the States way ahead of the 
Federal Government in the operation and maintenance of their motor 
vehicles. 

We are a little slow on that. Maybe the reason for it is that we are 
such a big organization, and, of course, the bigger the organization the 
more unwieldly it gets. But there is definitely room for improve- 
ment, and I think tha at this committee ought to bring it to the attention 
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of the Appropriations Committee, because I think in those appropria- 
tion rules is where the limitation is placed on the purchase and sales of 
motor vehicles. 

Mr. Kane. As I mentioned a little while ago, this full committee is 
entitled to a great deal of credit in initiating the legislation that it 
did last year in establishing the motor-pool operation under the direc- 
tion and administration of GSA. That, of course, is in its experi- 
mental stage but it certainly appears to have been a step in the right 
direction. 

Mr. Moss. It seems to me that that is the area of experimentation 
which we should exhaust before we go into the leasing arrangement. 
Then we will have some standards of value in comparing leased opera- 
tion. 

Mr. Kane. Offhand, it appears to me that a lease with a private 
concern is just, on the face of it, more expensive than for the Govern- 
ment. It may be that after more experience is gained, say, on a con- 
tract like this, that private enterprise could reexamine its plans and 
maybe come up with something which would be as economical as for 
the Government itself to do, and certainly the General Accounting 
Office would be happy to see that. 

Mr. Cuuporr. Mr. Lanigan. 

Mr. LaniGan. You mentioned that there is a legal limitation on the 
price the Government can pay for a car. Could you explain that to 
us and its relationship to this contract ? 

Mr. Kane. First of all, the general law provides that there shall 
not be purchased a new car for an amount in excess of that established 
by the administrative regulations or by an act of Congress, and each 
year Congress in appropriation procedures sets the amount that may 
be paid by the Government as a whole for automobiles. Generally I 
think it is $1,450. 

Mr. Moore. Fourteen hundred dollars. 

Mr. Kane. Fourteen hundred dollars. That is the maximum price 
that can be paid. As a consequence, the Government generally can 
buy only six-cylinder cars. 

Under the lease arrangement there will be eight-cylinder cars fur- 
nished. I suppose the difference in the operating costs of an 8-cylin- 
der car against a 6-cylinder are practically negligible over a 2- to 
3-year period. There is one advantage, though, that an 8-cylinder 
car will have a better trade-in as compared to a 6-cylinder car. As- 
suming that the Government would have the same replacement plan, 
it would be faced right off the bat with the realization that its trade-in 
values will not be as high as if they were buying the 8-cylinder cars. 

Now, there is a practical problem with respect to automobiles that 
might as well be mentioned, that taxpayers are very much interested 
in automobiles used in the Government. A person does not seem prone 
to raise any criticism if he is driving down the road in, say, a 1950 
automobile, and a Government car comes along and is a 1950 auto- 
mobile. He would say, “Well, they are being efficient and they are 
not wasting money buying new cars.” 

But we know from figures that a 4-year-old car or a 5-year-old car 
is actually costing the Government more. But you do have that 
yhilosophy to meet in bringing in an overall plan of the Government, 
aving new cars every 2 years. It is just one of those things which 
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is, of course, a congressional matter to be considered more than any- 
thing else. 

Mr. Cuuporr. Then, of course, it makes nice newspaper reading to 
criticize some Government official who is riding around in a nice new 
shiny automobile. 

Mr. Kane. Yes, that is right. 

Mr. Lanican. Under the contract between the Bureau of Indian 
Affairs and Peterson, Howell & Heather, any type car can be called 
for by the Bureau of Indian Affairs; is that right ? 

Mr. Kane. Yes. 

Mr. Lanican. And in fact it took the middle line eight-cylinder 
cars ¢ 

Mr. Kane. Yes. 

= Lanican. Do you have the figures showing the cost of those 
cars 

Mr. Kane. The figures that we have—your question was with 
respect to the cars furnished by the Peterson firm ? 

Mr. Laniean. That is right; the Albuquerque cars. 

Mr. Kane. The Albuquerque. 

Mr. Laniean. We might as well eliminate one site. 

Mr. Kane. Four-door Chevrolet, 8-cylinder, delivered cost is 
$1,897. Then there would be added to that about $53 or $54 in taxes, 
sales fees, and licenses. 

Fords, 8-cylinder, comparable, would be $1,922.21, and about $28.79 
for the taxes, sales fees, and licenses. 

Plymouth, 4-door, $1,938.15, plus $56 for the sales fees and licenses. 

Mr. Lanican. Now, the $1,400 limitation does not include delivery 
charges; does it? 

Mr. Kane. No. 

Mr. Lanican. So from these figures that you have given, something 
should be knocked off for delivery to furnish a true comparison; is 
that right ? 

Mr. Kane. That is right. 

Mr. Laniean. Do you have a figure there showing what the delivery 
charges were? 

Mr. Kane. Delivery charges on Government automobiles ? 

Mr. Lanican. No; on these cars. 

Mr. Kane. Well 

Mr. Lanican. Let us just take the first example you gave, and we 
will follow that through. 

Mr. Kane. The first example. That would be the Chevrolet. The 
factory cost is $1,752. And delivered it would be $1,897. The dif- 
ference is $145. 

Mr. Laniean. So the factory cost, $1,700—— 

Mr. Kane. And $52. 

Mr. Laniean. So under this contract, the Bureau was enabled to 
acquire the use of cars that cost $1,700 or $1,800 rather than meeting 
the $1,400 limitation that they would have had if they had had to 
purchase the cars? 

Mr. Kane. Yes. Of course, the Government would not have pur- 
chased an eight-cylinder automobile. 

Mr. Cuuporr. Do I understand this correctly, that the $1,400 limita- 
tion is the difference between the trade-in value and the cost? In 
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other words, the actual cash to be expended? In other words, the 
difference between the trade-in value and the actual cost of the car! 

Mr. Kane. No. That is trade-in value plus the cash. 

Mr. Moss. That is gross price ? 

Mr. Kane. That is gross price. 

Mr. Moss. What did the Bureau do with the cars they had? 

Mr. Cuuporr. I do not know. I think we will have to ask the 
Bureau about that. 

Do you know what they did with them ? 

Mr. Kane. With the ones they had? I cannot answer that. I 
understand they disposed of them. 

Mr. Cuuporr. We can ask that. Let us make a note not to forget 
to ask them about that. 

Mr. Laniean. In the opinion of the Comptroller General, it was 
stated that this contract tended to lessen if not eliminate competition 
between various makes of automobiles. Would you explain that 
statement ? 

Mr. Kane. Obviously if a contractor has to be ready to deliver any 
make of a number of cars, automatically that reduces potential com- 
petition. You would get a contractor who has, let us say, Ford. He 
would certainly not be inclined to make a bid, if he did not have the 
other makes to deliver. 

Mr. Lanican. Under the contract, too, it was up to the Bureau to 
decide which car they wanted ? 

Mr. Kane. That is right. They had the election as to which ones 
they wanted; so a potential deliverer would have had to be able to 
deliver three makes of autos. If the agency had said they wanted just 
Fords, I think it would probably have increased the number of poten- 
tial bidders. 

Mr. Lanican. The point I was trying to get at was instead of 
putting up the bid whereby Ford, Plymouth, and Chevrolet would 
come in and bid, this contract enabled the agency to say, “We will take” 
whatever make they happened to decide on and, since they were not 
under the price limitation of Congress, the price made no real dif- 
ference as far as picking a car. 

Mr. Kane. That is true. 

Mr. Lanican. So that was a minor difference in price, whereas they 
might have been significant in bidding. 

Mr. Kane. There is no question about it. 

Have I answered your question ? 

Mr. Laniean. I think so. There is one other thing where I think 
there is a little bit of confusion. 

As I understand it, Peterson, Howell & Heather does not have to 
keep a stock of these cars on hand. When they get an order, they 
can go out and order the cars as the lessee asks them to? 

Mr. Kane. Their business relationship is such that they practically 
have an inexhaustible supply. 

Mr. Cuvuporr. Everybody has today. You have an inexhaustible 
supply, too, if you want to have one. 

Mr. Moss. They probably have fleet arrangements. 

Mr. Cuvporr. I was reading somewhere where the automobile new 
car inventories are at a new high i in the Nation. 

Mr. Kane. Yes; 800,000. 
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Mr. Laniean. I do not have any more questions. 

Mr. Cuuporr. Do you have any more questions, Mr. Knox? 

Mr. Knox. No; I do not believe I have. 

Mr. Cuvporr. Mr. Moss? 

Mr. Moss. No. 

Mr. Cuuporr. That is all. 

Thank you, Mr. Kane. 

Mr. Kane. Thank you, Mr. Chairman. 

Mr. Cuuporr. I want to say as chairman of this committee that I 
personally feel that you have done a very fine job in explaining the 
problem to the committee, and I think that we all agree that this is 
one of the most important problems that the Gover nment has as far 
as operating the Government is concerned. 

Mr. Kane. I had an opportunity this morning for just a moment to 
speak to Mr. Campbell, the Comptroller General, and he asked me 
to state to you that he was very delighted that you called upon 
us to be of assistance to you, and we are ‘alw: ays at your beck and call 
because, as an agency of Congress, that is what we are here for. 

Mr. Knox. Mr. Chairman, I should like to ask one more question 
of Mr. Kane. 

As a representative of the GAO, would you recommend to Congress 
that we make the necessary provisions for one of our agencies of 
Government to enter into a contract as a pilot plan to determine 
whether or not this would be more advantageous for the Government, 
to lease cars rather than to purchase cars? 

Mr. Kane. Of course, I cannot speak finally for the Comptroller 
General on it, but I would certainly think that the General Accounting 
Office would have no objection to it, and we would be interested in 
such a record. If such a directive was given by Congress, I am sure 
that the GAO would follow it very closely from the cost-angle stand- 
point, because there are various contentions, and I think it may lay 
to rest this whole problem once and for all, as to whether or not the 
Government should do it. 

Mr. Knox. That is all, Mr. Chairman. 

Mr. Cuuporr. Mr. Lanigan would like to ask you one more quest ion. 

Mr. Kane. I am always worried about these “just one more ques- 
tions,” because that is generally when the tough one comes up. 

Mr. Lanican. This relates to the pilot-plan project both of the 
Bureau of Indian Affairs and to a general pilot project. That is, 
if the pilot project is to be initiated, would it not be sounder to start 
out on the pilot project by having some sort of competitive bidding 
among the various people that want to participate in it ? 

Mr. Kane. Of course 

Mr. Lanigan. Would that not give a true picture of what the actual 
costs would be? 

Mr. Kane. Of course, the sanctity of contracts is something that is 
enshrined in the General Accounting Office, and we would certainly 
think that they would recommend and expect that it would be done 
after a very careful study of specifications and plans, so that there 
would be directly put on the table to everybody who would be inter- 
ested in it what was expected of them; yes. indeed. 

Mr. Lanican. And everybody would have a chance to meet those 
specifications ? 
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Mr. Kane. That is right. And I would hope that there would be 
ample time for all interested contractors to be able to study the prob- 
lems to see what they can do to help the Government in the matter. 

Mr. Moss. And some time for delivery. 

Mr. Cuuporr. Does anybody else have just one more question ¢ 

(No response.) 

Mr. Cuuporr. At this time I would like to call somebody from the 
firm of Peterson, Howell & Heather to take up where we left off with 
Mr. Howell. I will let you pick whomever you want to represent the 
firm, but I would prefer that you have somebody who has personal 


knowledge of the dealings between your firm and the Bureau of 
Indian Affairs. 


Mr. Heatuer. Yes, sir. 

I think that Mr. Lalley should be the main one. If there is no objec- 
tion, Mr. Webster and I might be at his side. 

Mr. Cuuporr. We want to take full advantage of everything you 
know and can tell us. 

Mr. Heatuer. May I ask a question now? 

Mr. Cuvporr. I would prefer that you save that to the end of your 
testimony. We will give you the privilege of asking any question 
that you want at the end. 

Mr. Hearuer. The only reason I bring it up is that it is in the 
record, and I would not want anything like that to appear in print, 
because it is not a true inference. 

Mr. Cuuporr. All right. Since you raised the question, I do not 
want you to think that Iam gagging you. So you go ahead and ask 
the question. 

Mr. Heatuer. You made the statement, Mr. Chairman, that, “of 
course, they get a commission,” when they were relating to the insur- 
ance question, and if that is in the record I think that we should make 
it very clear that Peterson, Howell & Heather do not get that. 

Mr. Cuvuporr. The first question that I will ask Mr. Lalley is, “In 
placing insurance when a car is leased to the Government under this 
contract, do you get a commission? And you can say “Yes” or “No” 
or explain it in any way you want. 

Mr. Latiry. No. 

Mr. Cuuporr. Before we do that, will you swear the witnesses? 

Mr. Laniaan. Could I introduce in the record, Mr. Chairman, as 
exhibits B, C, and D the agreement between Peterson and the Bureau 
of Indian Affairs and the two opinions of the Comptroller General 
that Mr. Kane discussed ? 

Mr. Cuvporr. Without objection, let them be so admitted. 

(The three documents marked “Exhibits B, C, and D,” follow :) 


ExnHrsit B 
Lease and Lessee No. 749 
Contract Number 14—-20—-650-186 


AGREEMENT BY AND BETWEEN D. L. PETERSON AND THE UNITED STATES DEPART- 
MENT OF THE INTERIOR, BuREAU OF INDIAN AFFAIRS, FOR THE LEASING OF 
VEHICLES 


This agreement of lease, entered into this 10th day of September 1954, by and 
between D. L. Peterson, Trustee, Baltimore, Maryland, for the benefit of the 
holder of Trustee’s Certificates to be issued hereunder, as Lessor (herein called 
the Trustee), and the United States Department of the Interior, Bureau of 
Indian Affairs, Washington, D. C. (herein called the Lessee). 
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uld be = Witnesseth that: 78 
-prob- Whereas the Lessee desires to lease vehicles for use by the various activities 
P of the Bureau of Indian Affairs located throughout the continental United States ; 


natter. ana 


Whereas the Trustee is able to supply the required vehicles and is desirous 
n ? of furnishing the same to the Lessee on the basis of a leasing arrangement 


mutually agreed upon; 

Now, therefore, in consideration of the mutual covenants and agreements set 
m the q forth herein the parties hereto covenant and agree as follows: 
t with ' 1. Lease of Vehicles.—The Trustee hereby leases to the Lessee passenger au- 
nt the > tomobiles and/or trucks (herein called vehicles) to be delivered from time 
rsonal to time to the Lessee, as hereinafter provided. A truck tractor, truck trailer, 
truck chassis, or truck body which has a separate permanent manufacturer’s 
au of serial number and can readily be detached, replaced, purchased and sold as a 
separate unit, may at the Lessee’s option be treated as a vehicle. All vehicles 
leased hereunder shall be owned by and titled and/or registered in the con- 
tinental United States in the name of D. L. Peterson, Trustee. 

2. Number Leased.—The number of vehicles to be leased hereunder, their 
makes and models, extra equipment and the time of delivery, shall be as from 
g you " time to time agreed upon between the Lessee and Peterson, Howell & Heather, 

Incorporated (hereinafter called P. H. H.). 
3. Lease Term.—The lease term for each vehicle leased hereunder shall com- 
mence on the date the vehicle is delivered to the Lessee’s representative and 


objec- 


f your shall continue thereafter until final settlement is made pursuant to Section 10, 

estion provided, however, that the lease term as to any vehicle shall not be less than 
twelve (12) months, except with the consent of the Trustee. 

in the 4 4. Termination of Lease.—Hither the Lessee or the Trustee may terminate this 

‘ ’ Lease with respect to the leasing of additional or replacement vehicles upon 

print, | written notice to the other party, given at any time after one year from the date 

hereof. Notwithstanding Section 2, no additional or replacement vehicles shall 

lo not be leased hereunder on or after the date of such notice, but this lease shall con- 


id ask tinue in full force and effect with respect to all vehicles under lease hereunder 
» on the date of such notice, until the expiration of the lease terms for such 
vehicles as provided in Section 3. 
it, “of 4 5. Use of Vehicles—The Lessee may use or permit the use of the vehicles 
insur- leased hereunder only for lawful purposes wholly or in part within the United 
¥ States. The Lessee shall comply and cause all persons operating vehicles leased 
make a : 4 soe iailiamaainie Se al 
ereunder to comply (@) with all applicable requirements of law relating to 
; the registration, leasing ,insurance, use and operation of the vehicles, includ- 
s, “In > ing operator’s licensing requirements, and (b) with all conditions of the policies 
r this » of insurance on the vehicles. 
“No” 4 6. Delivery.—Lessee may elect to have P. H. H. cause to be obtained and to 
later dispose of vehicles to be leased hereunder (hereinafter called Trustee- 
Purchased vehicles), or may elect itself to cause to be obtained and to later 
q dispose of vehicles to be leased hereunder (hereinafter called Lessee-Purchased 
39 q vehicles). Such election by Lessee as to particular vehicles, once made cannot 
an. as ' be changed without the consent of the Trustee and The Mutual Life Insurance 
’ Company of New York (hereinafter called Mutual). Lessee agrees to take de- 
ureau : livery promptly of all the Trustee-Purchased vehicles requested by the Lessee. 
sneral 4 Upon delivery of a vehicle and receipt by Trustee of appropriate title papers, 
Trustee shall remit to vendor a check for the total of the vendor’s invoice for 
such vehicle and equipment which is hereinafter referred to as original cost. 
4 Delivery of vehicles leased hereunder shall be made from time to time by 
v :) P. H. H. upon receipt of written request for such vehicles, from the Comumis- 
sioner, Bureau of Indian Affairs or his duly authorized representatives. 
; 7. Rent.—The Lessee shall pay the Trustee rent for each vehicle leased here- 
No. 749 4 under, payable each month in advance at these rates: 
50-186 A (a) The rent for each Trustee- Purchased vehicle shall be as follows, subject 
; to later refund or deficiency of such rent to the extent provided in Section 10: 


/EPART- q (i) During the first to the 12th month, inclusive, of the rental term (as 
ING OF hereinafter defined) of such vehicle, 2.50% per month of the original cost of 


such vehicle, but in no event less per month than 2% of such original cost 
| plus $3.00; 
by and 3 (ii) During the 13th to the 24th month, inclusive, of the rental term of 
of the 4 such vehicle, 2.38% per mouth of the original cost of such vehicle, but in no 
called event less per month than 2% of such original cost plus $3.00; 
au of 
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(iii) During the 25th to the 36th month, inclusive, of the rental term of 
such vehicle, 2.26% per month of the original cost of such vehicle, but in no 
event less per month than 2% of such original cost plus $3.00; 

(iv) During the 37th to the 50th month, inclusive, of the rental term of 
such vehicle, 2.14% per month of the original cost of such vehicle, but in no 
event less per month than 2% of such original cost plus $3.00; 

(v) After the 50th month of the rental term of such vehicle, $3.00 per 
month. 

(b) The rent for each Lessee-Purchased vehicle shall be the same as pro- 
vided in subsection (a) of this Section 7, except that the percentage figures ap- 
pearing in the following subdivisions of Subsection (a) shall be as follows: 


En mahGiniston 44) occ 4. tel a 2.42% instead of 2.50% 
in) weil vioiom (0) oo he ee ts 2.32% instead of 2.38% 
In eubGiwision + (ii): oe ce ah et es 2.22% instead of 2.26% 
in pail visions | G4 boc ie ce ice ogee. 2.12% instead of 2.14% 


P. H. H. shall render to the Lessee monthly statements of the rent payable on 
all vehicles under this Lease and the Lessee shall, upon receipt of such state- 
ments, make payment by one chack payable to the order of The Mutual Life In- 
surance Company of New York as provided in Section 14 for the rent covered 
by such statements or by separate checks as mutually agreed upon between the 
Trustee and the Lessee. 

The Trustee shall assign all rents and additional rents due and to become due 
hereunder to the holder of the Trustee’s Certificates issued pursuant to Section 14. 

The rental term for each vehicle leased hereunder shall commence on the 
first day of the calendar month in which the lease term begins if it begins on 
or before the fifteenth day of such month, or on the first day of the next succeed- 
ing calendar month if the lease term begins on or after the 16th of such month. 
The rental term for each vehicle shall end on the last day of the calendar month 
in which the lease term ends if it ends on or after the 16th day of such month 
or on the last day of the next preceding calendar month if it ends on or before 
the 15th of such month. 

8. Expenses, fee, tares.—The Lessee shall pay all costs, expenses, fees, and 
charges incurred in connection with the titling and registration of vehicles and 
the use and operation of vehicles during the lease terms thereof, including but 
not limited to gasoline, oil, grease, repairs, maintenance, tires, tubes, storage, 
parking, tolls, fines, registration and license fees and tags, and all taxes what- 
soever by whomsoever payable (other than Federal or State income taxes) on 
or relating to the vehicles leased hereunder and the purchase, sale, rental, use 
or operation thereof, including the issuance of the trust certificates therefor. 
The Lessee shall reimburse to the Trustee upon demand as additional rent the 
amount or amounts of any such costs, expenses, fees, charges, and taxes, in- 
cluding any taxes relating to the issuance of the trust certificates, paid by the 
Trustee. It is the intent of this Lease that the Trustee and Mutual, as holder 
of the Trustee’s Certificates issued hereunder, shall receive the rentals here- 
under as a net return on the vehicles leased. 

9, Sale.—Lessee shall notify P. H. H. of its desire to surrender any Trustee- 
Purchased vehicle after a lease term of twelve (12) months as provided in Sec- 
tion 3, and thereafter such vehicle shall be surrendered to the Trustee at such 
place as may be agreed upon between the Lessee and P. H. H. Notwithstanding 
such surrender, the lease term for such Trustee-Purchased vehicle shall continue 
as provided in Section 3, and the vehicle shall remain subject to this Lease. 
As soon as practicable, but not more than sixty (60) days after the surrender of 
such Trustee-Purchased vehicle, P. H. H. shall cause such vehicle to be sold and 
shall promptly transmit to the Trustee the net resale proceeds of such vehicle. 

In the case of Lessee-Purchased vehicles no notice to the Trustee shall be 
necessary and Lessee may proceed directly with the sale of such vehicles after 
a lease term of twelve (12) months as provided in Section 3 which vehicles shall 
be disposed of by bona fide sale in the open market. The Trustee upon request 
of the Lessee shall promptly execute and transmit to the Lessee all title papers 
needed to effectuate the sale, and the Lessee shall promptly transmit to the 
Trustee the net resale proceeds of such vehicle. 

10. Final Settlement.—Upon receipt of the net resale proceeds as provided 
in Section 9 and Section 11 the Trustee shall refund to the Lessee the amount, 
if any, by which the sum of the net resale proceeds plus an amount equal to 
2% of the original cost of the vehicle multiplied by the number of months 
(not to exceed fifty (50) months) for which monthly rents for the vehicles 
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shall have been paid, plus any retroactive volume discount to the extent allo- 
cated by the Trustee to such vehicle, exceeds the original cost of the vehicle. 
If such sum is less than the original cost of the vehicle, the Lessee shall promptly 
pay such deficiency to the Trustee as additional rent. P. H. H. shall determine 
such refunds or deficiencies in respect of vehicles sold and shall render state- 
ments therefor to the Lessee. Net resale proceeds shall be the net amount 
after deduction for all expenses incurred in connection with such sale. 

11. Loss or Damage of Vehicles.—All risks of loss or damage of vehicles leased 
hereunder, from whatsoever cause, are hereby assumed by the Lessee during 
the entire lease terms of the vehicles as defined in Section 3, notwithstanding 
any surrender thereof pursuant to Section 9 or otherwise. In the event of 
loss of any leased vehicle or its damage beyond repair, the wreckage, if any, 
shall be sold or otherwise disposed of as soon as practicable by P. H. H. in 
the case of Trustee-Purchased vehicles and by the Lessee in the case of Lessee- 
Purchased vehicles and the proceeds, if any, of the wreckage shall be promptly 
transmitted to the Trustee. Final settlement of lost or wrecked vehicles shall 
be made as provided in Section 10. 

12. Liability Insurance.—The Lessee shall at all times during the lease term 
for each vehicle insure and keep insured such vehicle against liability for bodily 
injury and property damage from the time the vehicle is delivered to a repre- 
sentative of the Lessee until the vehicle is sold and legal tithe passes to the 
purchaser thereof. Such insurance policy shall name D. I, Peterson, Trustee, 
the Lessee, and Mutual as insureds and shall be in ste amounts and with 
such insurers as Shall be required or approved by thé Trustee. The Lessee 
shall furnish to the Trustee certificates or other satisfactory evidence of insur- 
ance required hereunder, but the Trustee shall be under no duty to examine 
such certificates or to advise lessee in the case its insurance is notim compliance 
with this agreement. 

13. Indemnity.—Regardless of any insurance pursuant to Section 12, the 
Lessee shall at all times be liable to indemnify and save harmless the Trustee, 
Mutual, and P. H. H. against any and all claims and liabilities of whatsoever 
kind or nature, and all costs and expenses including attorney fees incurred in 
connection therewith, relating to or arising out of the possession, use or operation 
of the vehicles during the entire lease terms thereof, and such liability shall not 
be affected by any termination of this agreement. 

14. Trustees’ Certificates ——Upon the delivery of each vehicle to the Lessee’s 
representative, the Trustee shall issue a Trustee’s Certificate, as in Exhibits A 
or B annexed hereto, in respect of such vehicle, and the Lessee shall execute the 
form of Lessee’s Acknowledgment appended to such Trustee’s Certificate, and 
shall deliver such Trustee’s Certificate with the executed Lessee’s Acknowledg- 
ment to the Trustee for delivery to Mutual. Exhibit A shall be the form of 
Trustee’s Certificate and Lessee’s Acknowledgment for Trustee-Purchased vehi- 
cles. Exhibit B shall be the form of Trustee’s Certificate and Lessee’s Acknowl- 
edgment for Lessee-Purchased vehicles. The Lessee shall make all checks for 
rent hereunder, including all additional rent, payable to the order of The Mutual 
Life Insurance Company of New York, as assignee of the rents and holder of the 
Trustee’s Certificates, and shall forward the same addressed to The Mutual Life 
Insurance Company of New York, 2521 N. Charles Street, Baltimore 18, Maryland. 

15. P. H. H.—It is understood and agreed that P. H. H., in becoming a party 
to this Lease and performing the functions to be performed by P. H. H. here- 
under, is acting as an independent contractor for its own account, responsible 
to the parties hereto for such performance, and is not an agent of the Lessee, the 
Trustee or Mutual. None of the parties hereto other than P. H. H. shall in any 
manner be responsible or accountable to any other party hereto for any act or 
omission on the part of P. H. H. 

16. Mutual.—Mutual shall not, by becoming a party hereto or purchasing 
Trustee’s Certificates issued hereunder, undertake or assume or become sub- 
jected to any obligations, responsibility, or liability hereunder to the Lessee or 
any other party hereto, other than to purchase Trustee’s Certificates from time 
to time properly issued in accordance herewith. 

17. Successor Trustee.—In the event of the death or incapacity of the Trustee, 
Mutual may appoint a successor. Mutual may remove the Trustee at any time 
and appoint a successor. Such appointment or removal shall be effected by 
notice in writing given by Mutual to the Trustee, P. H. H., and the Lessee, which 
notice shall specify the effective date of such removal and/or appointment. 
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18. Lease Subject to Acceptance by P. H. H. and Approval by Mutual.—This 
Lease shall not become effective unless and until in writing accepted by P. H. H. 
and approved by Mutual, which acceptance and approval, respectively, shall 
constitute P. H. H. and Mutual parties hereto and shall evidence P. H. H.’s agree- 
ment to perform the functions hereunder to be performed by P. H. H. and 
Mutual’s agreement to purchase the Trustee’s Certificates from time to time 
properly issued in accordance with this Lease, when accompanied by such sup- 
porting documents as Mutual may reasonably require. This Lease shall not 
be amended or modified except with the written approval of Mutual. 

19. Service Guarantee.—The Trustee agrees that in the event of an emergency 
arising in which there should result a shortage in the number of vehicles which 
the Trustee may have available for lease, no vehicle leased hereunder shall be 
withdrawn by the Trustee except by mutual agreement and. with the consent 
of the Lessee. 

20. Method of Payment.—Payment hereunder will be made by the Lessee 
monthly upon submission by the Trustee to the authorized representatives of the 
Lessee concerned properly certified invoices, or vouchers (on Standard Form 
1034), to cover all transactions for the month. 

21. Lease Period.—Notwithstanding as otherwise herein provided, this agree- 
ment of lease shall cover a period from the date of acceptance by the Lessee 
thereof to and including June 30, 1955. However, the Lessee reserves the right 
by giving written notice to the Trustee to extend all the terms and conditions 
of this agreement from year to year, on a fiscal year basis beginning July 1, 
of each year and ending June 30 of the same year provided that no extension 
shall be made beyond June 30, 1960. It is mutually understood and agreed that 
the obligation of the Lessee under this paragraph is contingent upon appro- 
priations made by Congress of monies sufficient to cover the services provided 
for herein. No liability shall attach to the Lessee in consequence of execution 
of this agreement if Congress fails to make an appropriation for such contracts 
for the fiscal year during which the services are required. 

22. General Conditions.—In addition to the specifications, terms and conditions 
mutually agreed upon, as set forth above, the Trustee (for purpose of this 
paragraph herein called the Contractor) agrees that the provisions contained 
in the sheet headed General Conditions shall be attached hereto and made a 
part of this agreement. 

In witness whereof, the parties hereto have caused this Lease to be executed 


the day and year first above written. 
D. L. PErerson, Trustee, 


By HArLey W. Howe tt. 
Witness: 
LEON V. KENYON. 
Peterson, Howell & Heather, Inc., hereby accepts the foregoing Lease and 
Agrees to perform the functions therein provided to be performed by P. H. H. 
PETERSON, HowELL & HEATHER, INC., 
By HARLEY W. HOWELL. 


Approved : 
THE MUTUAL LIFE INSURANCE COMPANY OF NEW YORK, 


Re nee ee , Manager of Securities Investment. 


THE UNITED STATES OF AMERICA, 
By W. Barton GREENWOOD. 
Acting Commissioner, Bureau of Indian Affairs, 
Department of the Interior. 


GENERAL CONDITIONS 


Nondiscrimination in employment 

In connection with the performance of work under this contract, the contrac- 
tor agrees not to discriminate against any employee or applicant for employ- 
ment because of race, creed, color, or national origin; and further agrees to in- 
sert the foregoing provision in all subcontracts hereunder except subcontracts 
for standard commercial supplies or for raw materials. 


Officials not to benefit 

No Member of or Delegate to Congress, or Resident Commissioner, shall be 
admitted to any share or part of this contract, or to any benefit that may arise 
therefrom; but this provision shall not be construed to extend to his contract 
if made with a corporation for its general benefit. 








ina asec oe eae 


% 
a 
= 
q 
. 


On ee a a 





eh 
be 
nt 


nd 
H. 


ac- 
oy- 
in- 
cts 


‘ise 
act 





CONTRACTS FOR RENTAL OF AUTOMOBILES 63 


Covenant against contingent fees 

The Contractor warrants that no person or selling agency has been employed 
or retained to solicit or secure this contract upon an agreement or understanding 
for a commission, percentage, brokerage, or contingent fee, excepting bona fide 
employees or bona fide established commercial or selling agencies maintained by 
the Contractor for the purpose of securing business. For breach or violation 
of this warranty the Government shall have the right to annul this contract 
without liability or in its discretion to deduct from the contract price or con- 
sideration the full amount of such commission, percentage, brokerage, or con- 
tingent fee. 


Examination of records 

(a) The Contractor agrees that the Comptroller General of the United States 
or any of his duly authorized representatives shall, until the expiration of three 
years after final payment under this contract, have access to and the right to 
examine any directly pertinent books, documents, papers, and records of the 
Contractor involving transactions related to this contract. 

(bv) The Contractor further agrees to include in all his subcontracts here- 
under a provision to the effect that the subcontractor agrees that the Comptroller 
General of the United States or any of his duly authorized representatives shall, 
until the expiration of three years after final payment under this contract with 
the Government, have access to and the right to examine any directly pertinent 
books, documents, papers, and records of such subcontractor involving trans- 
actions related to the subcontract. The term “subcontract” as used in this clause 
excludes (1) purchase orders not exceeding $500 and (ii) subcontracts or pur- 
chase orders for public utility services at rates established for uniform appli- 
cability to the general public. 


ExutInir A.—-LSSSEE’S ACKNOWLEDGMENT 


Trustee-Purchased : 


Car Trailer 
Truck Body 
Chassis Other 


The undersigned Lessee under the below designated Lease hereby acknowledges 
delivery to it under said Lease on the date specified below of the vehicle herein- 
after described, and hereby acknowledges notice of the Certificate below and of 
the assignment therein of the rents and additional rents due and to become due 
from the undersigned Lessee under said Lease in respect of the said vehicle, and 
agrees to pay said rents and additional rents to the order of The Mutual Life 
Insurance Company of New York, as provided in said Lease, and agrees that the 
amount of the invoice price of the vehicle and the amount of the monthly install- 
ments of rent therefor are as hereinafter set forth: 


Lease No. 

Vehicle No. 

Vehicle Descr. 

Motor No. 

Delivery Date 

Invoice Price $_.---- 

Monthly Rental 1st through 12th month $______ 
Monthly Rental 13th through 24th month $______ 
Monthly Rental 25th through 36th month $_____- 
Monthly Rental 37th through 50th month $______ 
Monthly Rental after 50th month $3.00 


CERTIFICATE 


D. L. Peterson, Trustee under an Agreement of Lease dated __________ raare 
aveddn db PeeWee Gaim Trustees, am LcewOry GG i ek cnn, 
as Lessee, hereby certifies that The Mutual Life Insurance Company of New York, 
its successors and assigns, is entitled to an interest in the amount of $______ 
in said Lease and the vehicle leased thereunder and described in the Lessee’s 
Acknowledgment appended hereto, payable in monthly installments each equal 
to two per cent (2%) of said principal amount during the rental term of said 
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vehicle as defined in said Lease, and the balance of said principal amount at the 
end of the lease term of said vehicle as defined in said Lease, together with 
monthly dividends on said principal amount during said rental term at the rate 
of (a) 0.50% per month during the first 12 months of said rental term, (0b) 
0.38% or $3.00, whichever is greater, per month during the 13th to 24th month, 
inclusive, of said rental term, (c) 0.26% or $3.00, whichever is greater, per month 
during the 25th to the 36th month, inclusive, of said rental term, (@) 0.14% or 
$3.00, whichever is greater, per month during the 37th to the 50th month, inclu- 
sive, of said rental term, and (e) $3.00 per month after the 50th month of said 
rental term, all payable to the order of the said The Mutual Life Insurance 
Company of New York which has its principal office at 1740 Broadway, New York 
19, New York, but only from and out of rents and additional rents and vehicle 
resale proceeds received by the undersigned Trustee pursuant to the provisions 
of said Lease. 

The undersigned Trustee hereby assigns to The Mutual Life Insurance Com- 
pany of New York all right, title and interest of the Trustee in and to all rents 
and additional rents due and to become due to the Trustee under or arising out 
of the said Lease in respect of the said vehicle, and agrees to hold the said Lease 
and title to the said vehicle for the benefit of said The Mutual Life Insurance 
Company of New York, its successors and assigns, as holder of this Certificate 
and of all other Certificates issued or to be issued under said Lease. 


D. L. Pererson, Trustee, 


Exuisit B.—LEsser’s ACKNOWLEDGMENT 


Lessee-Purchased : 


Car Trailer 
Truck Body 
Chassis Other 


The undersigned Lessee under the below designated Lease hereby acknowl- 
edges delivery to it under said Lease on the date specified below of the vehicle 
hereinafter described, and hereby acknowledges notice of the Certificate below 
and of the assignment therein of the rents and additional rents due and to 
become due from the undersigned Lessee under said Lease in respect of the 
said vehicle, and agrees to pay said rents and additional rents to the order of 
The Mutual Life Insurance Company of New York, as provided in said Lease, 
and agrees that the amount of the invoice price of the vehicle and the amount 
of the monthly installments of rent therefor are as hereinafter set forth: 


Lease No. 

Vehicle No. 

Vehicle Descr. 

Motor No. 

Delivered Date 

Invoice Price $__---- 

Monthly Rental 1st through 12th month $___--- 
Monthly Rental 13th through 24th month $____-- 
Monthly Rental 25th through 36th month $_----- 
Monthly Rental 37th through 50th month $_----- 
Monthly Rental after 50th month $3.00 


CERTIFICATE 


D. L. Peterson, Trustee under an Agreement of Lease dated_____-_-----~- 
dcmiceedde between: oeid TD restes, OF SINCE Ciao nie iccctenencmmnancmascanne 
tetra , as Lessee, hereby certifies that The Mutual Life Insurance Company 
of New York, its successors and assigns, is entitled to an interest in the amount 
of $____ in said Lease and the vehicle leased thereunder and described in the 
Lessee’s Acknowledgment appended hereto, payable in monthly installments 
each equal to two per cent (2%) of said principal amount during the rental 
term of said vehicle as defined in said Lease, and the balance of said principal 
amount at the end of the lease term of said vehicle as defined in said Lease, 
together with monthly dividends on said principal amount during said rental 
term at the rate of (a) 0.42% or $3.00, whichever is greater, per month during 
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the § the first 12 months of said rental term, (b) 0.32% or $3.00, whichever is greater, 
vith per month during the 13th to 24th month, inclusive, of the lease term, (c) 0.22% 
rate 4 or $3.00, whichever is greater, per month during the 25th to the 36th month, 
(b) inclusive, of said rental term, (d) 0.12% or $3.00, whichever is greater, per 
mth, month during the 37th to the 50th month, inclusive, of said rental term, and 
onth (e) $3.00 per month after the 50th month of said rental term, all payable to the 
Jo oF j order of the said The Mutual Life Insurance Company of New York which has 
nclu- : its principal office at 1740 Broadway, New York 19, New York, but only from and 
said out of rents and additional rents and vehicle resale proceeds received by the 
ance ’ undersigned Trustee pursuant to the provisions of said Lease. 
York The undersigned Trustee hereby assigns to The Mutual Life Insurance Com- 
hicle pany of New York all right, title and interest of the Trustee in and to all rents 
sions and additional rents due and to become due to the Trustee under or arising 
out of the said Lease in respect of the said vehicle, and agrees to hold the said 
Com- Lease and title to the said vehicle for the benefit of said The Mutual Life In- 
rents surance Company of New York, its successors and assigns, as holder of this 
gz out Certificate and of all other Certificates issued or to be issued under said Lease. 


se D. L. PETERSON, Trustee, 
See jth” Obert ies an Gael ee ee Lee Ba i 
Contract No. 14-20-650-186 
Amendment No. 1 
Matai AMENDMENT 
It is mutually agreed that Agreement of Lease, Contract No. 14-20-650-186 
(Lease and Lessee No. 749), dated September 10, 1954, entered into by and be- 
tween D. L. Peterson, Trustee, Baltimore, Maryland, for the benefit of the holder 
of Trustee Certificates to be issued thereunder, as Lessor (hereinafter called the 
Trustee), and the United States Department of the Interior, Bureau of Indian 
Affairs, Washington, D. C. (hereinafter called the Lessee), be and is hereby 






















snowl- } amended as set forth below. 

rehicle The words “in advance,” in the first sentence of Section 7 are hereby deleted. 
below { The following provision is added as a new subsection under Section 7: 
ind to ce. Original cost referred to in subsections a. and b. of this Section 7 is defined 
of the » as the total of the dealer’s invoice. : 

der of Section 8 is hereby deleted in its entirety and the following paragraph is sub- 
Lease, stituted therefor : : 

— © 8. Expenses, Fees, Taxes.—The Lessee shall pay all costs, expenses, fees, and 


charges incurred in connection with the retitling and reregistration of vehicles 


™ and the use and operation of vehicles during the lease terms thereof, including but 
not limited to gasoline, oil, grease, repairs, maintenance, tires, tubes, storage, 
parking, tolls, fines, reregistration and relicensing fees and renewal tags, and all 
taxes whatsoever by whomsoever payable (other than Federal or State in- 
come taxes) including the issuance of the trust certificates therefor. The Lessee 
shall reimburse to the Trustee the amount or amounts of any such costs, ex- 
penses, fees, charges and taxes, including any taxes relating to the issuance of 
the trust certificates, paid by the Trustee. 
This amendment is necessary to clarify the provisions for payment under 
Sections 7 and 8, respectively, of the contract as a result of mutual understand- 
ing and agreement reached by the parties to the original contract. 
4 This amendment is not intended to change, alter, modify or abrogate the 
<== > original contract in any manner other than as set out herein. 
ain eenen i In Witness Whereof the parties hereto have subscribed their names this. .-- 
— Gay ee. 1955. 
UNITED STATES OF AMERICA, 
whe) DEPARTMENT OF THE INTERIOR, 
Teed BUREAU OF INDIAN AFFAIRS, 
emeremanne 5 Commissioner, Bureau of Indian Affairs. 
saceareoeee : D. L. PETERSON, Trustee, 
Yompany an ate ae 
-amount | Witness: 
Sr as Ss ke 
allments PETERSON, Hower & HeaTueEr, INc. 
ie rental aie 
principal 
i 
id rental © Approved : 


h during THE MvuTUAL LIFE INSURANCE COMPANY OF NEW YORK. 
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ExHIsit C 


COMPTROLLED GENERAL OF THE UNITED STATES, 
Washington, April 27, 1955. 
The honorable the SECRETARY OF THE INTERIOR. 

Dear Mr. SEcRETARY: Our attention has been directed to an agreement by and 
between D. L. Peterson and the United States Department of the Interior, 
Bureau of Indian Affairs, for the leasing of vehicles, contract No. 14-20-650-186, 
aed into by the Acting Commissioner, Bureau of Indian Affairs, on September 

The agreement was negotiated without competitive bidding on the basis that 
the lessor was the “only source of supply” and, therefore, came within excep- 
tion (3) of section 3709, Revised Statutes, as amended (41 U. S. C. 5). Since 
it is admitted that there are at least three other concerns which lease vehicles 
on a nationwide scale, it seems evident that the instant lessor cannot be consid- 
ered as the only source of supply. 

In response to an informal request for any further justification for noncom- 
pliance with the advertising requirements of section 3709, Revised Statutes, the 
Assistant Commissioner, Bureau of Indian Affairs, by letter of April 18, 1955, 
contends that advertising in this case would serve no useful purpose. Refer- 
ence is made to a few decisions of the accounting officers and opinions of the 
Attorney General wherein it was concluded that advertising would serve no 
useful purpose. In those cases it was clear beyond any reasonable doubt that 
advertising would be a fruitless effort. Furthermore, in most of those cases 
there actually had been formal advertising with no results. In the present case 
there was no administrative determination of the conditions under which the 
Government desired to lease the vehicles and a solicitation of bids on that basis. 

The courts and accountng officers of the Government have frequently and 
consistently held that section 3709, Revised Statutes, was designed to give all 
persons equal right to compete for Government business, to secure to the Gov- 
ernment the benefits which flow from competition, to prevent unjust favoritism 
by representatives of the Government in making purchases for public account, 
and to prevent collusion and fraud in procuring supplies or letting contracts. 

Competition is admittedly available in the hiring of vehicles. Consequently, 
the purposes of the advertising statute can be accomplished. Price alone is not 
determinative of whether there should or should not be advertising; and even 
if it were established that lower prices were obtainable by the procedure now in 
effect, that would not in itself justify a disregard of the legislative mandate 
that “all purchases and contracts for supplies and services,” subject to certain 
enumerated exceptions, “be made after advertising.” 

Since this lease was negotiated without competitive bidding, contrary to the 
provisions of section 3709, Revised Statutes, we have no alternative but to con- 
sider it void. Accordingly, all services or transactions under the lease should 
be terminated immediately. 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 


Exutisir D 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, June 24, 1955. 
Hon. Fart CHUDOFF, 
Chairman, Public Works and Resources Subcommittee 
of the Committee on Government Operations, 
House of Representatives. 

DEAR Mr. CHAIRMAN: There is enclosed for your information a copy of our 
decision of today to the Secretary of the Interior relative to the proposed lease 
by the Bureau of Indian Affairs of passenger-carrying vehicles to provide trans- 
portation services at Cherokee, N. C., and Albuquerque, N. Mex., during the fiscal 
year 1956. 

Sincerely yours, 
FRANK H. WEITZEL, 
Assistant Comptroller General of the United States 
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COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, June 24, 1955. 
The honorable the SECRETARY OF THE INTERIOR. 

Dear Mr. SECRETARY: Reference is made to letter dated June 15, 1955, from the 
Administrative Assistant Secretary, requesting us to review invitation for bids 
Nos. P108 and P109, issued by the Bureau of Indian Affairs, for the leasing of 
passenger-carrying vehicles to provide transportation services at Cherokee, N. C., 
and Albuquerque, N. Mex., during the fiscal year 1956, and to advise whether, in 
our opinion, the specifications are so drawn as to permit execution of a proper 
contract for the services. 

The necessity for the present invitations arose from the holding in our decision 
of April 27, 1955, B—123491, that the then-existing automobile rental contract for 
the same services was void for failure to comply with the advertising require- 
ments of section 3709, Revised Statutes. Subsequently, temporary arrangements 
were made to provide for transportation services at the two locations. 

The invitations involved were issued on June 2, 1955, and provided that the bids 
would be opened on June 17, 1955. The invitations, insofar as here material, 
requested bids for the leasing of a total of 39 passenger-carrying vehicles, 4-door 
sedans, and station wagons, with certain specified accessories, and required 
delivery to be made f. o. b. Cherokee, N. C., and Albuquerque, N. Mex. The 
specifications provide: “lt is required that all vehicles be delivered by July 1, 
1955. Bidders unable to meet this delivery schedule will not meet the require- 
ments of this invitation.” The specifications further provide: ‘“‘Bidders shall 
state the least number of calendar days within which delivery will be made after 
receipt of formal purchase order * * *,” 

It is recognized that it is the duty and responsibility of the administrative 
offices to draw specifications which will meet their requirements and that if an 
emergency exists, purchases May even be made without advertising. However, 
it has been consistently held that specifications should be so drawn as to allow all 
interested bidders an opportunity to meet the actual needs of the Government. 
In the instant case, a maximum of 14 days was allowed for the delivery of the 
vehicles with the required accessories, even if award were made on the day of the 
opening. 

Although due to the invalidation of the prior lease agreement, vehicles are being 
obtained on a temporary basis pending the execution of a valid lease, it is our 
opinion that such fact did not warrant such stringent limitation of the time 
allowed prospective bidders to make delivery. That the limitation imposed was 
too unrealistic to meet the requirements of open competition is substantiated by 
the fact that the abstract of bids received in response to the invitations shows that 
4 of the 5 firms who submitted bids were unable to meet the delivery requirement. 
The 1 firm which offered to meet the delivery requirement offered to make 
delivery within 9 days at Albuquerque, N. Mex., and within 5 days at Cherokee, 
N. C., after receipt of formal purchase order. Thus, with respect to Alber- 
querque, even that bid could not now be accepted so as to require the bidder to 
deliver by July 1, 1955. 

Under the circumstances, we conclude that the time limitation provided in the 
invitations for delivery was insufficient to allow the free and open competition 
required by section 3709, Revised Statutes, and that, therefore, no award should 
be made under either invitation. 

Sincerely yours, 
FRANK H. WEITZEL, 
Assistant Comptroller General of the United States. 


Mr. Cuuporr. Would you put your right hand on the Bible, Mr. 
Lalley, please. 

Do you solemnly swear that the testimony you are about to give 
before this subcommittee shall be the truth, the whole truth, and 
nothing but the truth, so help you God? 

Mr. Lautey. I do. 
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TESTIMONY OF JOHN S. LALLEY, MANAGER, SALES PROMOTION; 

ACCOMPANIED BY WILBUR E. WEBSTER, MANAGER, SPECIAL 
SERVICES; AND RICHARD M. HEATHER, EXECUTIVE VICE PRESI- 
DENT OF THE FIRM OF PETERSON, HOWELL & HEATHER 







Mr. Cuvporr. One of the gentlemen connected with the firm of 
Peterson, Howell & Heather has raised the question about insurance. 
And so that we keep the record straight, Mr. Lalley, in any contract 
that you have entered into with the Government for the leasing of 
automobiles, does your firm secure a commission from an Insurance 
agency or company for the placing of that insurance? 

Mr. Latiey. No. We receive no commission, fees, or remuneration 
of any kind for placing the insurance or for administering it. 

Mr. Cuuporr. Now, will you tell us how that insurance is placed ? 

Mr. Latiry. We actually do the arranging for the insurance as 
a part of our service arrangement. We arrange with the insurance 
company to secure the policy and to forward the policy to the insured, 
usually or most often a lessee, and to keep the insurance company 
informed as to the number of cars and the particular cars as they 
are placed in service. 

Mr. Cuuporr. Who gets the agency commission and the brokerage 
commission on these policies? 

Mr. Latuiey. It is written direct. In other words, there is no 
brokerage or any commission involved whatsoever. 

Mr. Cuuporr. Is it written at a cut rate? ; 

Mr. Latiey. Yes; it is. 4 

Mr. Cuuporr. It is written at the conference rate less commissions? ; 

Mr. Latter. Well, it is a little hard to say, exactly how they ar- j 
rived at the discounts that are available under this plan. It is written 
with the Allstate Insurance Co., of Chicago, who have a manual rate 
of their own which is 20 percent of the Bureau manual rate, and in 
addition to that, we get approximately 26 percent of Allstate’s manual 
rate. That together is about a 40-percent discount over the Bureau 
manual rate for 1 car. 

Mr. Moss. May I ask a question here? 

Mr. Cuuporr. Yes. 

Mr. Moss. Are you licensed as an insurance agency, then, if you 
write direct ? 

Mr, Latiey. We do not write it, sir. We just arrange for it. We 
are not underwriters nor are we brokers of any kind. We just secure 
the policy 

Mr. Cuuporr. Do you place that in the Maryland office of the All- 
state Insurance Co. ? 

Mr. Latiey. No; this is a national account, placed directly. 

Mr. Cuuporr. How is it possible to write this insurance direct 
without its going through an agency and a brokerage? 

Mr. Lauiey. Well, that is a detail handled by Allstate. We do 



























know that the policy itself is countersigned at Baltimore. Whether ’ 
it is written legally through their Baltimore office I could not tell 
you. 


Mr. Cuvcporr. I am afraid that if this ever gets outside a lot of 
brokers are going to be yelling about Allstate writing insurance 
direct 













CONTRACTS FOR RENTAL OF AUTOMOBILES 69 


Mr. Moss. That is Sears, Roebuck; is it not? 

Mr. Cuuporr. It is a subsidiary of Sears, Roebuck. But they have 
agents and brokers. 

Mr. Latter. They do not deal through brokers; no, s 

Mr. Cuvporr. But they have agents. 

Mr. Latter. They have their own paid agents and I think a few on 
commission now. 

Mr. Cuuporr. Well, I would not expect you to know how they 
operate. But you are sure that you do not receive any commission 
or any fees or anything from the Allstate Insurance Co. for placing 
this insurance ? 

Mr. Latiry. If we do, is its news to us. 

Mr. Cuuporr. You would know, would you not? 

Mr. Latury. Yes. 

Mr. Cuuporr. Does anybody have any questions? 

Any questions, Mr. Knox? 

Mr. Knox. No questions. 

Mr. Cuuporr. Questions, Mr. Moss? 

Mr. Moss. No questions. 

Mr. Cuuporr. All right, would you continue, Mr. Lanigan. 

Mr. Lanican. Y esterday Mr. Howell stated that a dealer in New 
Mexico had written to your company stating that he had ordered 30 
cars just in case Peterson, Howell & Heather happened to be the suc- 
cessful bidder, and in case they happened to want to buy the cars 
from this particular dealer. Then he testified also that the dealer ap- 
parently had learned of the transaction through your newsletter. 

Did you make any reply to that letter? 

Mr. Lautitey. Yes; we did. 

Mr. Lanican. What did you reply? 

Mr. Later. Well, first of all, he called Mr. Peterson long distance 
to say that he appreciated our business and that he had noticed 
I am not sure whether he noticed that through our newsletter or 
not—but he noticed that the Department of the Interior, Bureau of 
Indian Affiairs, has put out an invitation to bid for the leasing of these 
30 passenger cars and that he would be very pleased to see us get 
the contract. 

Then he wrote a letter saying: 

In anticipation of your being awarded the contract, we have taken the liberty 
to place an order for these 30 vehicles. 

We wrote back as follows: 

This will acknowledge your letters of June § and June 10 to Mr. D. L. Peterson, 
president of this company, and I want to thank you for your interest in this 
matter. 

Up to the present time there has been no contract award, and until the 
matter becomes finalized, of course, we have no choice but to stand pat. 

Once again, many thanks for keeping us posted on this matter. 

And that is signed by Mr. A. J. Deery, who is manager of our car 
buying and selling service department. 

Mr. Lanican. What is the date of that letter ? 

Mr. Latiry. That letter was dated June 15, this year. 

Mr. Lanigan. And what day was the letter from the automobile 
company received by Peterson, Howell & Heather ? 

Mr. Lattey. We did not have this date- -stamped, but I presume we 
received it around the 12th of June. 
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Mr. Lanican. What day is the letter dated ? 

Mr. Latter. June 10. 

Mr. Lanigan. Now, have PHH made any preparation of any kind 
to arrange for new cars if they were the successful bidders? Had 
PHH taken any initiative at all? 

Mr. Latter. No; I would say that we have not. That is correct, 
is it not, Mr. Webster ? 

Mr. Wesster. That is correct. 

Mr. Lanican. Had there been any discussions in PHT about this 
offer or invitation after the time it was issued ¢ 

Mr. Lauiey. Certainly. 

Mr. Lanican. In those discussions prior to the time you received 
this letter, had there been any intention indicated to supply new cars 
on the contract ; if you got it? 

Mr. Latiry. I am not sure I understand your question. Would 
you repeat it ? 

Mr. Lanican. Between the time the invitation was issued on June 
2 and the time you received this information of these cars being avail- 
able, had the people in PHH that discussed the matter considered the 
possibility of supplying new cars instead of those already on hand? 

Mr. Lauer. 1 think I can answer your question in this way: I 
do not think that this letter from Oden Chevrolet influenced our de- 
cision one way or the other as to whether or not to offer new cars or 
used cars. 

Mr. Lanican. Can you answer the question as stated ? 

Mr. Latiey. The answer would be yes, that we had considered 
leasing cars, period, whether new or used. I do not think there was 
any decision to lease one way or the other. We discussed leasing 
just the vehicles now in the possession of the Bureau, and we also 
discussed the possibility of leasing only new cars, and then we decided 
to let the matter be up to the Bureau to decide. 

Mr. Lanican. Mr. Howell testified that on April 28, 1955, he went 
to Washington, I believe with you and possibly others, and discussed 
the matter of setting up the specifications for bidding for lease of 
cars with the people in the Bureau of Indian Affairs. At that time 
was the matter of having bidding on used cars discussed ? 

Mr. Lauiey. I donot think in so many words, no. 

Mr. Lanican. Was it assumed that the bidding would include the 
possibility of utilizing the cars which had been delivered under the 
canceled contract ? 

Mr. Lauuey. I think so, purely because that would appear to be 
the mgst practical thing to do. I do not think there was any other 
reason for so considering it. 

Mr. Lanicgan. Were you notified or was PHH notified at any time 
prior to June 2, 1955, that the invitation to bid was prepared or about 
to be issued ¢ 

Mr. Latuey. Well, in our meeting on April 28 we discussed the 
possibility of the Bureau putting out an invitation to bid, yes. We 
knew that there was an indication that the Bureau would invite bids, 
and as we say in this memorandum, we were not quite sure at that 
time whether we could ever respond to an invitation to bid. We had 
never done so before. 
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Mr. Lanican. Following April 28 did the representatives of PHH 
have any other conferences with representatives of the Bureau of 
Indian Affairs? 

Mr. Lauter. We had several telephone conversations, as I recall 

Mr. Laniean. Do you have a record of those conversations / 

Mr. Hearuer. Was this prior to the 27th, you say 4 

Mr. Laniegan. No. This was after the 28th. 

Mr. Latiey. On Tuesday, May 3, Mr. Howell called Mr. Proulx to 
discuss the discussion he had with the Mutual Life Insurance Co. of 
New York on the subject of putting the Bureau back on wheels, as he 
puts it, and also some of the general advice that we were going to 
supply to the Bureau at their request in the preparation of the invi- 
tation. 

As you will note here, on Tuesday, May 10, I forwarded to Mr. 
Proulx some suggestions as to a few of the items that might be in- 
cluded in a bid of this kind or an invitation of this kind. 

Mr. Lanican. What document are you reading from ? 

Mr. Lauiey. Page 8 of this chronological statement of facts as 
prepared by Mr. Howell. 

Mr. Laniean. I see. I was thrown off by the fact that that was a 
little bit out of sequence. 

Were there any other conversations that were not listed in this 
memorandum ¢ 

Mr. Lauury. I doubt it. I do not know of any. We were pretty 
thorough in keeping a record of everything that transpired in our 
dealings with the Government on this arrangement. 

Mr. Lanigan. Now, when Peterson, Howell & Heather bid, it put 
in an indefinite delivery date clause in its bid ¢ 

Mr. Latuey. That is right. 

Mr. Lanican. Could you tell us why you did that? 

Mr. Latiey. Yes, because we do not guarantee delivery to any- 
body. As Mr. Howell pointed out yesterday, we are not in a position 
to influence or control the production and distribution of passenger 
vars anywhere in the country, and particularly because of the short 
period of time at which delivery was called for here and because of 
the recent labor difficulties which in some areas still affect distribu- 
tion. We were not in a position to guarantee delivery by July 1, and 
so stated in our reply to the invitation to bid. 

Mr. Lanican. Under the invitation to bid, you had the power or the 
option of supplying vehicles with up to 15,000 miles’ use on them, is 
that not correct ? 

Mr. Latiey. I am not sure that is the correct interpretation of the 
invitation. Mr. Kane gave that inference this morning, that the 
lessor had the option, but I would say that the lessor has the option 
of bidding, as to whether or not he is going to supply used or new 
vehicles. We chose to bid on vehicles that would be selected by the 
Bureau of Indian Affairs, whether they were new or used, whether 
they had 15,000 miles on them or 15 miles. 

Mr. Lanican. You were in a position to deliver the used vehicles 
immediately ? 

Mr. Latter. If the Bureau so specified. We were not in a position 
to deliver used vehicles if they specified new cars. 
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Mr. Laniean. But if they had been willing to take the used ve- 
hicles, the cars you had on the site would have met the requirements? 

Mr. Latiry. If they had wanted them; yes. 

Now, in the invitation itself there were several specifications as to 
the type. and nature of the equipment on the vehicles desired, and you 
will notice that there are certain discrepancies—not discrepancies, but 
certain differences—between the specifications in the invitation and 
the vehicles that are actually in the possession: of the Bureau. 

Mr. Lanican. The invitation, though, allowed minor exceptions on 
the specifications? 

Mr. Latiry They allowed minor exceptions, too. 

Mr. Lanican. But they allowed exceptions, then. Let us put it that 
way. 

Mr. Latutry. Yes. 

Mr. Lanican. What do you consider a minor and what do you con- 
sider a major exception ? 

Mr. Latiry. Well, a minor exception would be one as to the equip- 
ment. Major exceptions would be as to the type of program or type 
of leasing program that a person might want to submit. 

Mr. Lanican. In that case, it allowed anybody to submit any kind 
of leasing program they wanted to? 

Mr. Latury. That is precisely our stand in the matter. 

Mr. Laniean. And that was part of the invitation or the accept- 
ance of the invitation ? 

Mr. Latxiry. That is right. 

Mr. Lanican. Now, under the contract that PHH has or did have 
with the Bureau of Indian Affairs, which I understand is your stand- 
ard contract, could you explain what function or services PHH per- 
forms for its 2 percent a year? This is not the service contract I am 
speaking of, but the leasing contract. 

Mr. Latiry. Well, primarily it is the buying and selling service, 
the service of purchasing cars in areas designated by the lessee and 
at times designated by the lessee. It is also the service of disposing 
of the used vehicles when the lessee elects to dispose of them. An 
adjunct to both of those services is the replacement program where- 
by we recommend the most feasibly, most economical times to replace 
those vehicles. 

There is one other thing that I have been reminded of. It is 
perfectly true that also included in that charge is the fee for the 
billing services and for arranging the financing of the vehicles. 

Mr. Cuvporr. Would you do this for us, so that we will keep our- 
selves straight. I understand that you charge 2 percent service plus 
a supplemental agreement of $1 a month for certain other services. 

Mr. Latrry. That is correct. 

Mr. Cuuporr. Now, I think you have got them all mixed up. 

Mr. Latiry. No. 

Mr. Crucporr. Would you just draw a line? T thought T saw some- 
thing in your supplemental service about a dollar for analyzing and 
recommending on replacement of these automobiles. 

Mr. Latiry. That is correct. There is a kind of overlap there, in 
that the replacement. recommendations can be general or specific, and 
where we keep records as to the mileage on cars, we can be specific as 
to each individual car, as to when it should be replaced and why. 
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Now, in this side agreement for the $1 per car per month, we can 
tell from our records “exactly which cars should be replaced. If we 
do not have that recordkeeping information, we can just say generally 
when the cars should be replaced. That is about all we can do. 

Mr. Cuuporr. Now, so that. we can get a figure on this record, what 
is your average gross ‘receipt or service charges on a typical automo- 
bile, on one of F these cars that you lease, less the $12 Of course, I want 
to keep that separ ate. 

Mr. Latiery. $3.29. 

Mr. Cuuporr. Per automobile? 

Mr. Lattry. That was the average, per month. That was the aver- 
age on the Indian Bureau cars. 

Mr. Cuuporr. Plus a dollar extra per car for your additional 
services ¢ 

Mr. Latiery. That is right. 

Mr. Cuuporr. So that would be how much ? 

Mr. Lautey. $3.29. That is the way it worked out for the Indian 
Affairs cars. 

Mr. Cuuporr. On $4.29 gross per car? 

Mr. Latter. That is right. 

Mr. Cuvporr. And how many automobiles did you lease to the 
Bureau of Indian Affairs? 

Mr. Latiry. Thirty-nine cars. 

Mr. Cuuporr. Mr. Moss, did you want to ask a question ? 

Mr. Moss. On this management-consulting arrangement you have, 
do you put into operation for your client a system of recordkeeping, 
and then have them forward to you summary reports? 

Mr. Latiey. The answer to your question is, first, yes, generally. 
There are some details. Each driver of the leased car keeps a day- 
by-day journal of every item of expense incurred in connection with 
the operation of the vehicle. 

Mr. Moss. Is that kept on forms supplied by you or sold to the 
Government ? 

Mr. Latter. We supply the—Mr. Webster reminds me that we 
actually supplied the forms themselves to the Government free of 
charge. 

Mr. Moss. As a continuing service or just to get them off ? 

Mr. Latter. Just to get them started off. Then they printed their 
own, based on our forms, which is what every other client does. 

Mr. Moss. Actually, then, you operate in two fields, one as a leasing 
agency, the other as a management-consultant ? 

Mr. Lattey. Yes. We are primarily a management concern, and 
leasing, in a sense, was developed as an additional service, as a method 
of supplying the capital for fleet vehicles. 

Mr. Moss. How extensive an analysis do you give for $1 per month 
per car? 

Mr. Latiry. It is pretty extensive. ws report the total dollars 
spent for each item of expense, and there are approximately 20 items 
of expense, including gasoline, oil and oil changes, tires and tubes, 
maintenance repairs, depreciation, i insurance, parking, washing, tolls, 
miscellaneous, chains, antifreeze, taxes, and so forth, and the total 
dollars per car per month spent, and we break it down into a per-mile 
figure for each item of expense. 
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Mr. Moss. Is that done on each car in your office, or is it as a result 
of the accounting system that you recommend be placed into effect ? 

Mr. Lauitxy. No. We receive from the Bureau the individual ex- 
pense reports from each man, and at the end of the month we tabulate 
those expenses into a composite report for the Bureau, and at the 
same time we call to the Bureau’s attention any items for a particular 
car that appear to be out of line and any items of expense for the 
Bureau as a whole that appear to be out of line. 

Mr. CuuporFr. Do you have a specimen composite report with you 
that we can look at? 

Mr. Moss. I think it is undoubtedly an excellent system for them 
to have, but I—— 

Mr. Later. Here is a specimen of the actual expense report form 
as kept by the man. 

Mr. Hearuer. I might add, Mr. Chairman, that the reason that 
we pe our form is purely for our own efficiency in our operations, 
so that the columns line up. 

Mr. Moss. So you have a recap sheet, then, that you use and to which 
you transfer these ? 

Mr. Hearuer. Right. 

Mr. Cuuporr. I would like to see one of these specimen recom- 
mendation forms. 

Mr. Latter. After we have received and tabulated all the expenses 
during a given month, we work up a report such as this. 

Mr. Heatuer. Here is your fleet report itself from these. 

Mr. Latiey. You will notice in one column the dollars spent per 
month for each item as well as the cents per mile for each item with 
appropriate totals. There are some other collateral instruments that 
we use which you may be interested in seeing, but they are probably 
a little complicated for this discussion. 

Mr. Laniean. Do you supply your services separately, that is, the 
management reporting service and the leasing service ? 

Mr. Latzey. Yes. We havea number of clients who do not take ad- 
vantage of our recordkeeping services and who merely lease and take 
advantage of our buying and selling services. 

Mr. Lanigan. Do you have other clients for whom you do record- 
keeping but not buying and leasing ? 

Mr. Lattry. We have one. 

Mr. Lantean. To get back to the bid that you put in at Alburquer- 
que on the used-car option, you provided that the base price of the 
car would be the invoice price at the invoice date less 2 percent a 
month until June 30? 

Mr. Lauter. That is correct. 

Mr. Laniean. Leaving out the station wagons, could you tell us 
what the monthly charge would be to the Government if it should be 
interested in that phase of it? 

Mr. Latiey. We do not have the exact figures on that, but it would 
be fairly easy to compute. The average cost of the vehicles now in 
the possession of the Bureau is $1,974. Say that the average length 
of service of those vehicles is 6 months. You would take 12 percent 
of that $1,974 and come up with the amount to deduct from $1,974 
in order to determine the rental base. It comes out to about $1,737 
versus the $1,974. 
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Mr. Cuuporr. Could I interrupt you at that point? Right after 
you have finished answering this last question, we are going to recess 
now. 

Have you finished answering that question ? 

Mr. Laniean. No. We were breaking it down into the per month 
cost for the average car. 

Mr. Cuuporr. Yes. 

Mr. Latuey. I think, Mr. Lanigan, that using the average cost of 
the vehicles now in the possession of the Bureau the total monthly 
payment would be $49.36. That has now been reduced by virtue of 
the 2 percent per month to $1,737. I will have to figure that up to 
see what the monthly payments would be reduced to. 

It would come out to about $43.30 and some cents. 

Mr. Lanican. That is $43.30 and some cents? 

Mr. Latiey. Forty-three cents. 

Mr. Cuuporr. Mr. Lanigan, I think that these answers are im- 
portant, and I think that the other people of the committee ought to 
be here to listen to them. 

What you are doing is asking for the monthly rentals, and 

Mr. Lanican. What I wanted to bring out was that according to the 
newspaper this morning, it had been announced that a certain com- 
pany was the low bidder, and I wanted to see how the bids of this 
company worked out as compared to the others. 

Mr. Cuuporr. I think you had better hold that for this afternoon, 
because I want the other members to hear it, and I think it is im- 
portant to them. 

Mr. Laniean. Also we have the problem of whether there is enough 
competition. 

Mr. Cuuporr. We will recess until 2: 30 this afternoon. 

(Whereupon, at 12:20 p. m., the subcommittee recessed, to recon- 
vene at 2: 30 p. m. the same day.) 





AFTERNOON SESSION 


STATEMENT OF GLENN L. EMMONS, COMMISSIONER, BUREAU OF 
INDIAN AFFAIRS, DEPARTMENT OF THE INTERIOR 


Mr. Emmons. Mr. Chairman and members of the subcommittee, I 
want you to know that I appreciate this courtesy because the trip 
I am taking is going to last about 2 months out in the field. 

I would like to say, first, that, on behalf of the Bureau of Indian 
Affairs, we well appreciate this opportunity to come before you and 
present the facts on the rental of passenger automobiles at two of our 
field jurisdictions, the Cherokee Agency in North Carolina and United 
Pueblo Agency of Albuquerque, N. Mex. 

I have no thought of making a long statement or entering into the 
detailed ramifications of this matter which I shall leave in the hands 
of my associates, but I would like to emphasize just a few salient 
points. 

One of the most important is the purpose that we had in mind all the 
way through in contemplating this contract arrangement for pas- 
senger cars at Albuquerque and Cherokee. 

Every since I became Commissioner on August 10, 1953, we have 
been devoting a great deal of attention to what might be called the 
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management aspect of our work in the Bureau of Indian Affairs. We 
are constantly studying our operations and listing them in terms of 
efficiency and cost and diligently searching for alternative ways of 
getting the job done that might be more effective or economical than 
the present method. The plan to contract for transportation services 
at the two field localities was a part of this broad management 1m- 
provement effort and should definitely be considered in that context. 

In June of 1954 members of my management staff made a routine 
inspection of the Cherokee Agency. One of their recommendations 
was that a study be made to determine the feasibility of leasing cars 
as a more efficient and economic means of furnishing needed trans- 
portation for employees to perform the duties required of them. 

A second and more specialized group returned to the Cherokee 
Agency in July of 1954 again to study the effect of leasing cars as 
recommended. Personally I reviewed the recommendations with 
great interest and authorized the experimental project. 

What we had in mind basically was a 2-year test to determine as 
objectively and scientifically as possible whether it is in the best 
interests of the Government for us to purchase automobiles for trans- 
portation of our field personnel on official business or to rent them. 
In order to make the test, we planned to operate at Albuquerque and 
Cherokee with 39 rented cars and compare the cost of this operation 
throughout the period with the operating costs on 39 selected auto- 
mobiles in the Bureau’s fleet of approximately 1,300 Government- 
owned vehicles. In other words, it was thought of as an experiment 
to be carried out on a very limited scale, and our hope was that it 
would provide us with the facts and figures that might eventually 
lead to substantial long-range savings in our costs of doing business. 
Albuquerque was included in the Cherokee studies, simply to provide 
more cars for the test. It was felt that a representative result would 
not be reflected with only five vehicles at Cherokee. And, again, Mr. 
Chairman, I thank you for this opportunity to make this brief state- 
ment. 

Mr. Cuuporr. Mr. Emmons, as I understand it you are head of 
the Bureau of Indian Affairs. What is your exact title ? 

Mr. Emmons. Commissioner of the Sitrean of Indian Affairs. 

Mr. Cuuporr, I presume that you come from that part of the coun- 
try; that is, the Southwest? 

Mr. Emmons. I have a business in Gallup, N. Mex. 

Mr. Cuupborr. Have you ever had any professional experience with 
Indian affairs other than this? 

Mr. Emmons. No, sir. 

Mr. Cuuporr. When you determined to discuss this experiment, 
did the members of the staff discuss it with you? 

Mr. Emmons. The fact is that I discussed with them when I first 
took this job. You see, I live right on the periphery of the Navajo 
Reservation and for 35 years I have had the opportunity to visit the 
Navajo Reservation, the people out there, and, as a layman outside of 
the Government, I felt maybe something could be done, and the fact 
is, I think, something should be done. I was maybe critical at that 
point. 

Mr. Cuuporr. Well this has nothing to do with Indians. Tt could 
— been the Department of Agriculture operating this sort of vehi- 
cles. 
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Mr. Emmons. Yes. I happened to come into the Government as a 
freshman and maybe I thought I could improve the operations of my 
own Government Bureau, and, as a businessman, I naturally applied 
that to the organization that I was going to be connected w ith. 

Mr. Cuuporr. As a result of that you called your staff in and dis- 
cussed it with them and looked into the question. You looked into 
the question of leasing automobiles rather than buying them? 

Mr. Emmons. Just the general idea, whether it was practical and 
feasible. 

Mr, Cuuporr. And did you ever have any conversations or any 
discussions with Mr. Howell or any members of his company ? 

Mr. Emmons. Mr. Chairman, yesterday, in this room is the first 
time that I have ever seen, as far as I know of, any member of this 
organization, and the three gentlemen, Mr. Peterson, Mr. Howell, and 
Mr. Heather, to my knowledge I had never even seen before yesterday. 

Mr. Crruporr. So, to the best of your knowledge, all the negotia- 
tions and dealings and discussions were held by subordinates of your 
staff. Is that right? 

Mr. Exons. Men that I have the highest confidence in. 

Mr. Cuuporr. Now you heard Mr. Howell testify yesterday and 

say that when he was first called by, I think it was Mr. Proulx, with 
whom he had the discussion, he was a little fearful that Congress might 
not like that and thought there might be a congressional investiga- 
tion. Doyou remember his saying that ? 

Mr. Emmons. I do not know whether I recall that. I think I saw 
something about it in the paper this morning, but I do not recall hear- 
ing that statement. 

Mr. Cuvporr. And that he thought that something should be done 
to determine whether or not the proposed contract lease automobiles 
was legal. Did your staff ever tell you anything about that ? 

Mr. Emmons. Not that I recall. 

Mr. Cuuporr. Do you have a legal member on your staff, an at- 
torney ? 

Mr. Emmons. In the Department of the Interior, sir, in the 
Solicitor’s Office, they have an attorney assigned to the Indian Bureau. 

Mr. Cuvporr. So, other than the fact that you had gone to your 
staff and had suggested there might be a good saving “for the tax- 
payers in leasing automobiles, rather than ‘buying them, that is all 
you know about this problem ? 

Mr. Emmons. Yes, sir. And, Mr. Chairman, I might say that Mr. 
Barton Greenwood is Acting Commissioner when I am not in town, 
and he is administrative assistant, and I can say without any fear of 
contradiction that he is one of the most honorable, devoted Govern- 
ment servants that I have ever known. He has, I believe, 36 years in 
the Government service and, if I am not mistaken, about 29 years of 
that with the Indian Bureau. 

Mr. Cuuporr. I want you to understand that no one, including 
myself, and I probably have made the strongest statements concern- 
ing this situation, impugns the honesty or the integrity of your staff. 
I do not believe anyone personally profited from this situation, and I 
want to say to you very frankly, if anybody or any member of the 
press gets the idea that I am saying that there was any corruption, I 
am only saying that I felt, and T still feel, that the Baltimore firm of 
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Peterson, Howell & Heather, having entered into an illegal agree- 
ment—at the time they entered into the agreement it was legal but 
subsequently having been declared illegal by the Comptroller Gen- 
eral, were stuck with a lot of automobiles out on your reservation out 
there in the Southwest—and I think your fellows felt sorry for them, 
so they tried to work something out, so they would not get hurt too 
much, and that is the thing that I have been criticizing. I am not 
impugning anyone in your Bureau. I am not saying anyone took 
money for it or did anything wrong about it. I am only saying we 
have to look over these things and we are trying to determine whether 
or not we should lease or buy automobiles and we are trying to get the 
facts. 

Mr. Emmons. Yes; I appreciate that, too. And I am hopeful that 
this will bring out some very good points so that, if it is considered 
wise and appropriate to go ahead on a pilot plan, maybe this hearing 
will bring out points that should be Sadluded. I think it is very 
wholesome and constructive. 

Mr. Cuvuporr. I am sure that we are going to get some real scientific 
study of this problem and we find ourselves in the position where 
we have to ask a lot of questions, so you, of course, have to do a lot 
of answering. 

Mr. Emmons. Yes, sir. 

Mr. Moss. You say that you were responsible for the idea of the 
lease ¢ 

Mr. Emmons. Yes, sir. 

Mr. Moss. Had steps been taken by the Bureau of Indian Affairs 
to determine if they were managing their own fleet in the best possible 
way. Had you established any proper cost accounting, cost controls 
on your vehicles? Do you feel that you exhausted every possible 
reasonable method of achieving the most economical operation of your 
fleet of cars / 

Mr. Emmons. No, sir; I do not believe so. You understand I am 
still comparatively new in this, and I find a lot of complexities other 
than this one facet of our operations. Mr. Greenwood, who is our 
contracting man, can possibly answer questions that I cannot, but I 
do not believe, and I do not want to say this because I do not think 
it would be fair to my predecessors, but I do not know whether any 
study was ever made to see whether automobiles in any branch of the 
Government could be handled more economically. 

Mr. Moss. Well, on that point, without being at all concerned about 
your predecessors, I might say that it is my candid opinion that 
there has been a lax policy on automobiles for a good many years 
and I think it still exists. It is an area where there is room for tre- 
mendous improvement. Even prior to 1952-—I am not the slightest 
bit sensitive as to the role of the Democratic administration—they 
can make mistakes, too. 

Mr. Cuuporr. I do not think anyone in the history of the Nation 
ever worried too much about the maintenance and cost of the opera- 
tion. That just went along with the cost of the Government. 

Mr. Moss. I find in Government generally, in my experience, that 
it seems to be one area that is overlooked and where mismanagement 
is the rule rather than the exception. 
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Mr. Emmons. Mr. Moss, may I make this observation, and I am 
going to say this not as being a Government official, but just exactly 
what I have seen as a private citizen. 

We operate cars in that vast southwestern area where cars certainly 

take a licking over those rough roads. Garages are maintained, nat- 

urally, say every 25 or 30 miles. There is naturally a foreman and 
he has to have certain employees. It requires administration, the 
more employees that you have, and when you project the costs of 
operating that garage, we will say that requirement extends out so 
far that it just looks to me like there are a lot of costs that are pretty 
hard to pick up. And I say that by trying out just on a small, a very 
small scale, a very small percentage of our fleet, it might give us an 
opportunity to study the thing. 

If I think that I might need an operation I will go to a specialist, 
of course, and I am going to the very best specialist that I can to 
determine whether I need an operation or not. 

Mr. Moss. Well, on that, that is the thing that puzzles me, quite 
frankly. Every item of maintenance, every responsibility the Gov- 
ernment had to keep these vehicles in working condition, you still 
have under the lease. I can see no single advant: ge gained under 
the lease itself. 

Now you did have a management consultant service available under 
a separate contract. But if. you were efficiently managing the fleet, 
it seems to me that you would undoubtedly arrive at lower costs under 
a Government-owned fleet where you paid less for the automobiles, 
where you avoided interest charges, where you avoided the one- sixth 
of 1 percent additional management charge, if you still had the 
garages and you had the same number of vehicles, I think reasonably 
you will assume that you still have the same maintenance. There is 
no magic in title. You vest title with the trustee or with the Govern- 
ment. The automobile is still the same if you maintain it under 
Government ownership or if you are going to maintain it under the 
lease arrangement, and how you expect to eliminate personnel in 
maintaining these is beyond me. I would like enlightenment on that. 

Mr. Emmons. I would say I rather would have one of my special- 
ists in that line to answer those things, but when you consider that 
we have to keep such a large fleet of automobiles a great number of 
them happen to be in the garage at all times to be maintained. 

Mr. Moss. They would still have to be in the garage to be maintained 
under this arrangement, would they not? 

Mr. Emmons. Well, from what I understand about the whole oper- 
ation here, in the limited time that we would be required to use them 
under this arrangement, you would not have a bunch of broken-down 
wrecks. A few cars that are in good condition could do the work that 
possibly three times that many had been doing, and naturally the 
more cars that you have to be repaired, the more garagemen that you 
are going to require. My idea is not just to build up a big organiza- 
tion. If we can get by on a less number of people and still do the job 
with the Indian people I think that is one of my aims. 

Mr. Moss. W rell now, what is the intention—to keep them a year or 
2 years? Under the present policy you have to keep them 60,000 
miles or 6 years. In that area you put mileage on them rather quickly, 
do you not? 
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Mr. Emmons. Well in that area in the Southwest you would, sir. 
Distances are pretty great, you know. 

Mr. Moss. Yes. Well that is what I am getting at. How long 
have you been keeping vehicles there in order to get the 60,000 miles 
on them ? 

Mr. Emmons. I believe that would be something Mr. Proulx would 
have to answer, sir. But we figure that it might take maybe 2 years 
to complete the test on this to see whether it would be feasible. 

Mr. Moss. Well, all that would prove is that a new automobile and 
a lesser requirement from the Government might result in a reduction 
in maintenance sufficient to justify the earlier purchase of a vehicle, 
would it not? You are paying $490 a unit more than you are au- 
thorized to pay under law. You are paying $1,890 a unit. Under 

urchase you are paying $1,400 under the ceiling established by law. 
So you have the $490 additional cost item there which will be in- 
creased by interest and other factors—licensing and title—and your 
depreciation of one-third in the first year under your reserve. No; 
not one-third. It is 2 percent a month—24 percent. You depreciate 
a quarter in the first year. 

And now, why was it determined to negotiate a contract rather than 
seek bids? If you really wanted to test for the lowest possible cost, 
would you not naturally seek to get a competitve interest built up in 
the Government business and get the most advantageous contract 
obtainable? 

Mr. Emmons. Maybe ordinarily if we are going for overall effort 
on this thing, but for the pilot itself I am not sure but I think it was 
suggested there might be certain firms available for this work, if I 
am informed correctly. Personally I do not see for this test run 
where it would even be advisable to advertise. I would not know. 

Mr. Moss. Well ultimately the cost of the vehicle is going to be the 
going market on the vehicle, and that can best. be determined by seek- 
ing bids so that you get a representative offering from the entire field 
interested in this type of business. Is not that one reason Govern- 
ment goes into competitive bidding, in order to get the most advanta- 
geous prices ? 

Mr. Emmons. Well that is true. 

Mr. Moss. Well now, after the contract was declared invalid by the 
Comptroller General on the request for bids, do you feel that it was 
reasonable to ask that those bids be returned for opening on the 17th 
day of June with no date of award and no fixed time to permit a bidder 
to supply the vehicles? In theory, the bids, the contract could have 
been awarded on the 30th of June and you would have expected the 
delivery on the 1st of July. Do you think that is a reasonable re- 
quirement, one that encourages competitive bidding ? 

Mr. Emmons. I don’t suppose so. I am assuming that we did not 
have any protests come into the Bureau that this time was too short. 

Mr. Moss. Well now, I think it is reasonable to assume, if I had 
known about it, I, as a Member of Congress, feeling a responsibility to 
the people who send me here to see that their business is conducted as 
economically as possible, certainly would have protested. I think it 
is an unreasonable requirement. I cannot for the life of me under- 
stand how the Bureau of Indian Affairs expected to encourage the 
widest possible bidding under conditions such as those where you 
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give no fixed time permitting the contractor to perform under the 
bid or under the contract. You would not say it was reasonable if 
you awarded the contract the 30th of June to a man to expect him 
the next morning to deliver 30 or 60 automobiles to the Bureau of In- 
dian Affairs, would you? Dealers down in your part of the country, 
I imagine, are like they are in some parts of my district. They do 
not keep tremendous stocks of cars on hand for delivery. After the 
order it takes time to get them out from the factory or the assembly 
plant. Do not you feel that there is a sound basis for criticizing the 
request under those conditions ? 

Mr. Emmons. I assume there might be some ground for questioning 
that. 

Mr. Moss. You would not advocate it as a policy for the future, 
would you? 

Mr. Emmons. No; I would not think so. It may be that some 
of my associates would have more information than I do as to whether 
there was any indication by any of these people that did that. 

Mr. Moss. Were you called upon to approve the request for bids? 

Mr. Emmons. No, sir. 

Mr. Moss. Who drafted the request? Who drafted the request 
for the competitive bidding? 

Mr. Emmons. May I ask Mr. Greenwood who did that draft? 

Mr. Greenwoop. A number of people, Congressman, participated 
in drafting the advertisement. 

Mr. Moss. Someone had to approve it. Who did the approving? 

Mr. GreENwoop. I presume you would look to me for that, I ap- 
proved the final draft. 

Mr. Cuuporr. Mr. Greenwood will be called, and I think we ought 
to defer that testimony. We should be back to that gentleman who 
testified this morning. 

Mr. Minshall, do you have any questions of Mr. Emmons? 

Mr. Mrinsuatyt. Mr. Emmons, how long have you been with the 
Department ? 

Mr. Emmons. I was sworn in August 10, 1953. 

Mr. Mrnsnaty. What work did you do prior to that time? 

Mr. Exons. I was president and chairman of the board of direc- 
tors of the First State Bank of Gallup, N. Mex. 

Mr. MinsuHatu. How long did you hold that position ? 

Mr. Emmons. Since 1937. 

Mr. Mrnswaty. What kind of work did you do before then? 

Mr. Emmons. I have been in the banking business ever since I 
got out of the First World War, sir. 

Mr. Mrinswauyi. You are familiar then with general business 
practices? 

Mr. Emmons. I think so. 

Mr. Mrnsuatt. In the Bureau of Indian Affairs, you have tried 
to establish businesslike economic and efficient methods and proce- 
dures, have you not? 

Mr. Emmons. I was attempting to do so; yes. 

Mr. Minsnatu. That is all, Mr. Chairman. 

Mr. Cnuuporr. But you had nothing to do with this contract except 
that you discussed with the members of your staff what you were 
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thinking about it, and they drew up all the details, they had all the 
conversations with Peterson, Howell & Heather, and the only thing 
you know about it is when you read something in the paper about 
what they were doing; is that right? 

Mr. Emmons. Yes, sir. I was quite naturally concerned with the 
implication that there might have been some type of corruption. 

Mr. Cuuporr. Thanks very much for coming in and we hope that 
you have a very successful trip and come back with some good recom- 
mendations for the Indians. 

Mr. Emmons. Thank you, sir. I appreciate the courtesy extended 
to me. 


FURTHER TESTIMONY OF JOHN S. LALLEY, MANAGER, SALES 
PROMOTION; ACCOMPANIED BY WILBUR E. WEBSTER, MANAGER, 
SPECIAL SERVICES; AND RICHARD M. HEATHER, EXECUTIVE 
VICE PRESIDENT OF THE FIRM OF PETERSON, HOWELL & 


HEATHER 


Mr. Lanican. Mr. Lalley, when we closed the testimony this morn- 
ing we were figuring what the monthly charge would be on the Peter- 
son, Howell & Heather bid if its used cars were used, were taken by the 
Bureau of Indian Affairs. Have you completed that computation ? 

Mr. Lauter. Yes. As I mentioned before, if the average cost of the ; 
cars now in possession of the Bureau were $1,974, then the monthly 
rental on those cars would have been $46.07 a month. Figuring them 
as used cars, and on the basis of 2-percent depreciation per month, 
they have now depdeciated to a book value of $1,738 on the average 
with a monthly rental of $43.43. 

Mr. Lanican. Are you aware of the amount of the monthly charge 
that the Rollins Fleet Leasing Co. offered to rent cars to the Bureau 
for at Albuquerque ? 

Mr. Lautry. I haven’t the faintest idea; no. 

Mr. Lanican. The record shows that it was $46.05. } 

Mr. Latter. I made a mistake here. Iam sorry. The first figure : 
I quoted, by the way, should be $49.07 for the new cars and $43.43 : 
for the cars now in the possession of the Bureau. ; 

Mr. Laniean. Then you are not aware of any reason why the 
Bureau of Indian Affairs issued a press release on June 20, 1955, 
stating that the Rollins Fleet Leasing Corp. was the lowest bidder? , 

Mr. Lattey. No. I was under the impression that the Department i 
of the Interior had made that release, but I do not know what it was 
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based upon and on what basis it was made. i 
Mr. Lanican. I see. Has Peterson, Howell & Heather in your é 
experience ever offered to lease used cars prior to this time? 


Mr. Latter. We don’t normally buy used cars for leasing purposes. 
However, there are occasions when we will purchase a fleet of vehicles 
currently being used by a concern, and in that sense they are used 
vehicles, and after we purchase the fleet we will lease it back to them. 
We will buy the fleet normally at the same basis that we computed 
for the Indian Bureau here at original cost less 2 percent per month 
times the number of months the cars have been in service. 
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Mr. Lanican. What is the normal period for which you recommend 
use of cars by your lessee ? 

Mr. Dairy. That, of course, changes with the circumstances each 
year, but normally we would recommend that low-mileage cars be 
replaced every 2 years and that high-mileage cars, those over 24,000 
miles a year, be replaced annually. But in all cases we recommend 
that cars be replaced in the first 6 months of the model year, and 
thereafter on the anniversary of their purchase. 

(Discussion off the record. ) 

(Whereupon, at 3:30 p. m., the subcommittee adjourned, to recon- 
vene on Tuesday, June 28, 1955, at 10 a. m.) 
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TUESDAY, JUNE 28, 1955 


House or REPRESENTATIVES, 
SUBCOMMITTEE ON Puptic Works AND Resources, 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D. C. 

The subcommittee met, pursuant to recess, at 10 a. m., in the caucus 
room, Old House Office Building, Representative Earl Chudoff (chair- 
man of the subcommittee) presiding. 

Present: Representatives Earl Chudoff and John KE. Moss. 

Also present: James A. Lanigan, committee counsel; and John B. 
O’Brien, Jr., staff investigator. 

Mr. Cucporr. The subcommittee will be in order. We will resume 
with the witness, Mr. Lalley, who was testifying last week when we 
adjourned, 

Mr. Lalley, will you come up here and take the witness stand? You 


can bring the two gentlemen that you had at our last hearing, as I 
presume they have some of the information you may not have. 


FURTHER TESTIMONY OF JOHN S. LALLEY, MANAGER, SALES 
PROMOTION ; ACCOMPANIED BY WILBUR E. WEBSTER, MANAGER, 
SPECIAL SERVICES; AND RICHARD M. HEATHER, EXECUTIVE 
VICE PRESIDENT OF THE FIRM OF PETERSON, HOWELL & 
HEATHER 


Mr. Laniean. Mr. Chairman, I think we may be able to save some 
time here if we could put into evidence the chronological statement of 
facts pertaining to PHH in relation to the Bureau of Indian Affairs 
on the leased-car experiment with the PHH fleet management and 
leasing service. 

Mr. Cuuporr. Let me ask a couple of questions. I have in my hand 
a paper which sets forth a chronological statement of facts relating 
to PHH’s relation with the Bureau of Indian Affairs on its leased- 
car arrangement with the PHH management and leasing service. Al- 
though it is not signed, it has a typewritten signature of H. W. Howell, 
of Peterson, Howell & Heather, and it is dated June 20, 1955. Mr 
Lalley, did you read this chronological statement of facts? 

Mr, Lauiey. I did. 

Mr. Cuuporr. Are you familiar with it? . 

Mr. Latury. Yes. 

Mr. Cuuporr. And if you were questioned on it, would your answers 
be the same as the chronological statement of facts? 
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Mr. Latiry. They would. 

Mr. Cuuporr. Mr. Moss, did you get the chronological statement 
of facts? 

Mr. Moss. I am just reviewing it now. 

Mr. Cuuporr. If there is no objection, in the interests of brevity, 
if you would care to have me accept this in lieu of questions that we 
would ask you 

Mr. Latter. Certainly. Anything you wish. 

Mr. Cuuporr. All right. Let it be admitted in the record. 

Mr. Lantean. The statement will be admitted as exhibit E. 

(The chronological statement of facts was marked “Exhibit E” 
and follows:) 





ExHIsiT E 


CHRONOLOGICAL STATEMENT OF Facts PERTAINING TO P. H. H.’s RELATIONS WITH 
THE BUREAU OF INDIAN AFFAIRS ON ITs LEASED CAR EXPERIMENT WITH THE 
P. H. H. Freer MANAGEMENT AND LEASING SERVICE 


A. PRESENTATION OF PLAN TO BUREAU 


1. Monday, August 16, 1954: Paul V. Murphy, of the Bureau of Indian Affairs, 
telephoned and invited me to meet with him and his associates in Washington 
for the purpose of discussing their fleet problems. Mr. Murphy said that he had 
obtained my name and the name of my company from GSA. My first reaction 
was that this was a routine request by another Government body for information 
about our fleet policies and procedures. 

We have shared information with GSA and various Government departments 
over a period of years. In fact, we were one of the companies mentioned in 
GSA’s Proposal for Improving Federal Motor Vehicle Management, dated March 
1954, containing recommendations for reducing fleet costs by adopting certain 
practices and procedures being followed by ourselves and others in private 
industry. 

2. Wednesday, August 18, 1954: I attended a meeting in Washington at which 
the following were present from the Bureau: L. V. Langan, D. J. Proulx, and 
Paul V. Murphy. I believe others may have been present, but I didn’t obtain 
their names. 

Mr. Langan opened the discussion with a general statement to the effect that 
the Bureau of Indian Affairs was seeking to reduce expenses in many ways and 
was conducting studies to see where economies might be made. He indicated 
that one of the objectives was to determine whether or not private industry could 
perform some of the functions of the Bureau at lower cost, and that one of those 
functions being analyzed was the problem of transportation. 

Mr. Langan also said that the Bureau had obtained approval to conduct an 
experiment with leased cars; that neither he nor other members present had any 
predetermined ideas in mind; that their purpose in asking me to meet with them 
was to find out what kind of services we have to offer. 

I explained to the Bureau the plan we had developed for private industry and 
stated that we would be glad to make the plan available to the Bureau on the 
same terms. I further stated that we had never been interested in attempting 
to sell Government bodies because we wanted to avoid the redtape which we felt 
was almost certain to become involved in an operation like ours and which would 
make the entire plan impractical from our point of view. 

3. Thursday, August 19, 1954: I had no papers with me when making my 
presentation August 18, so to confirm much of what I had said and to supply 
additional details, I mailed to Mr. Proulx the following material on our standard 
management service: 

Agreements of lease ; P. H. H. recordkeeping agreement ; the P. H. H. fleet plan; 
the P. H. H. fleet manual. 

4. Friday, August 27, 1954: Mr. Murphy telephoned me from Washington and 
arranged for a meeting in my office in Baltimore for further discussion of the 
P. H. H. fleet plan. In addition to myself the following people were present : D. J. 
Proulx, Paul V. Murphy, and Donald Carruth, who represented the Department 
of the Interior (as distinguished from the Bureau of Indian Affairs). 
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After a further discussion of the P. H. H. fleet plan, and after a close inspection 
of our facilities for servicing clients, Mr. Proulx said he would draft an agree- 
ment between the Bureau and D. L. Peterson, trustee, incorporating the provi- 
sions of our standard lease and supplementing it as needed to conform to 
standard Government procedure. 

5. Friday, September 3, 1954: I mailed to Mr. Proulx a complete set of our 
recordkeeping and statistical forms. 


B. THE ORIGINAL AGREEMENT OF LEASE 


1. Friday, September 10, 1954: A meeting was held in the Bureau's offices in 
Washington for the purpose of reviewing the agreement drafted by Mr. Proulx. 
At this meeting the following were present: W. Barton Greenwood, Acting Com- 
missioner, Donald J. Proulx, Leon V. Langan, Donald C. Carruth, and Paul V. 
Murphy. At this meeting the agreement was signed by Mr. Greenwood for the 
Bureau and by myself for the trustee and P. H. H. A picture was taken of the 
signing and was subsequently published by P. H. H. in its weekly newsletter to 
clients in the United States and Canada. 

That same evening I forwarded the signed agreement to Mutual Life of New 
York with a letter of transmittal typed by myself at home. (I did not make a 
copy.) 

2. Tuesday, September 21, 1954: A meeting was held in my office with Mr. 
William Heinrich of the Allstate Insurance Co., Chicago, Ill., who came to 
Baltimore specifically to discuss plans for insuring cars for the Bureau of 
Indian Affairs. This meeting was attended by Mr. Proulx and Mr. C. C. Skarr 
of the Bureau, Mr. William Heinrich of Allstate, and John Lalley of P. H. H. 

The Allstate Insurance Co. was selected by P. H. H. P. H. H. had no interest in 
the matter other than to arrange for the purchase of insurance which would be 
billed to the Bureau at cost, there being no compensation of any kind to Peter- 
son, Howell & Heather. This is a service we perform for any client who 
requests it. 

3. Thursday, September 23, 1954: Mr. W. G. Saunders, assistant counsel for 
Mutual Life suggested a change covering the situation which would result if 
the appropriations were not renewed as of June 30, 1955, by making it clear 
that the Bureau could not continue indefinitely to use the cars without making 
any payment. 

He also asked me to endeavor to obtain an opinion of the Bureau’s own 
attorney “covering the authority of the Bureau to enter into this lease and the 
validity of its execution on their behalf. 

4. Friday, September 24, 1954: Mr. Peterson forwarded the suggested changes 
to Mr. Proulx with the following request: “Will you also obtain a Government 
attorney’s opinion covering the authority of the Bureau of Indian Affairs to 
enter into this lease and the validity of its execution on their behalf. We will 
not hold up the agreement waiting for this letter, as I know it will be a matter 
of months, but Mutual Life would like such a letter in their files.” 

5. Wednesday, September 29, 1954: Mr. Proulx sent to Mr. Whemple, counsel 
for Mutual Life, a copy of the Bureau of Budget Bulletin 54-1, in which the 
Director of the Budget asked for a report showing the number of reductions that 
can be made from the Government’s own fleet by increased use of rented vehicles. 
Mr. Proulx expressed the opinion that “this not only approves the use of those 
rented vehicles already on hand but authorizes the use of rented vehicles.” 

6. Monday, October 4, 1954: Mr. Saunders wrote me that “our position is that 
we are prepared to go forward with the Bureau on the basis of the contract with 
the letter of interpretation suggested and with the understanding with them 
that they are to hire not more than 50 cars until this matter is cleared up. * * *” 

Mr. Proulx feels that it would present no problem provided we wait until 
spring before checking it (the Comptroller General’s ruling). He suggested that 
we ask for the ruling about April 1 with the expectation that it would come 
through by the end of the fiscal year. 

7. Tuesday, October 12, 1954: Mr. Skarr of the Bureau called to say that the 
Bureau was unable to accept the letter proposed by Mr. Saunders, because it 
provided for some accounting procedures to which they took exception. Mr. 
Skarr said he would undertake to redraft the lease in a manner which would be 
acceptable to the parties. 

8. Friday, October 22, 1954: Mr. Glenn Emmons, Commissioner, Bureau of 
Indian Affairs, replied to Mr. Saunders’ suggestion as follows: “That the pro- 
posed amendment is unnecessary since all provisions contained therein are 
already covered in one form or another in the original lease. 
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“* * * The lessor is fully guaranteed to receive every remuneration that is 
due him from the multiple facets of this lease. * * * 

“The contracting officer who signed this lease for the United States of America 
had authority to commit the Government to payment under this lease. There- 
fore, this being a just debt of the United States, the lessor and the Mutual Life 
Insurance Co. can expect to receive full settlement for any vehicle furnished 
pursuant to the terms of this lease. * * * 

“* * * We can, however, assure you that if it ever should become necessary 
to terminate this contract for any reason whatsoever, your company and the 
Mutual Life Insurance Co. will receive all remunerations due you at that 
time. * * *” 

(On June 16, 1955, Commissioner Greenwood notified us that our bill for April 
rent totaling $2,070.36 was being referred to the General Accounting Office for 
settlement, because: “Inasmuch as the contract concerned was declared void by 
the Comptroller General of the United States of America * * * no payment 
would appear proper under the above invoices * * *.” However, Commissioner 
Greenwood recommended to the General Accounting Office that the rental and 
other charges for the month of April be allowed proportionally for period of 
April 1 through 27.) 

“* * * The laws under which we must operate require, and it is the responsi- 
bility of all officials of this Bureau, as well as the Government that we not over- 
obligate the funds available to us for operation in any fiscal year. * * *” 

Mr. Emmons’ letter contained additional sentences clarifying the above direct 
quotation. 

This letter is further indication that the Bureau felt that Congress had agreed 
to make funds available to the Bureau to conduct this experiment on a limited 
basis, and that in the event the Bureau wished to extend the experiment it would 
be necessary to ask for and obtain additional appropriations from Congress. 

9. Monday, October 25, 1954: Mr. Peterson forwarded to Mr. Saunders of 
Mutual a copy of Mr. Emmons’ letter with the following comment: “It seems to 
me that the letter attached gives us all the protection that we can reasonably 
expect, and I would like your permission to send the signed copy of the agreement 
(which I am holding on my desk) to the Bureau of Indian Affairs, so that we 
ean get into action.” 

10. Wednesday, October 27, 1954: Mr. Saunders telephoned Peterson, Howell 
& Heather authority to forward the agreement with the following comment: 
“The Mutual Life Insurance Co. of New York assumes from your letter that the 
Bureau will be responsible for making a full settlement for all sums due in the 
event the lease has to be terminated because of lack of appropriation.” 

11. Wednesday, October 27, 1954: Mr. Peterson wrote Mr. Proulx that we were 
sending to him the executed agreement with the letter of transmittal addressed 
to Commissioner Glenn L. Emmons. 

Mr. Peterson stated “Mutual Life is going to go along without any reserva- 
tions up to that number, but before exceeding 50, they would like a legal opinion, 
which you have indicated would present no problem if we waited until next 
spring before seeking it.” 

The legal opinion referred to had to do with the source of the Bureau’s au- 
thority for negotiating this agreement. 

12. Monday, November 1, 1954: I wrote PHH’s administrative departments 
a summary of the lease agreement, describing the nature of the experiment, 
indicating what the Bureau hoped to accomplish by the experiment and other 
procedural details, which included the following quotation: “This is a most 
unique experiment. As far as we know, this is the first lease of its kind to be 
negotiated by any branch of the United States Government. In fact, the con- 
cept is so new that Mutual Life referred the lease to outside counsel to deter- 
mine its legality. This was determined favorably, at least until the initial 
experiment has been carried out. 

“While the basic PHH fleet plan will be the same as for private industry, 
there are a few differences in its application. These will have to be worked out 
as we go along and perhaps changed from time to time until ‘they fit’ the Bu- 
reau’s requirements. 

“In due course, we might even become the subject of a congressional investi- 
gation. To prepare for this possibility, it seems advisable to go out of our way 
to have proper files and records available.” 

13. Wednesday, November 3, 1954: I wrote Mr, Proulx asking him to forward 
a copy of the lease to Mr. Hanson of GSA. 
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C. THE PHH “FLEET-MANAGEMENT SERVICE” AGREEMENT 


1. Thursday, November 18, 1954: Contract No. 14-20-650-191. This agree- 
ment was signed and returned to Mr. Proulx. 

This agreement between the Bureau of Indian Affairs and PHH is for various 
additional management services not covered specifically by the lease agreement. 
This contract, however, specifies that these services are “to be performed in 
connection with contract 14-20-650-186,” which provides for the leasing of 
vehicles under the PHH-—Mutual Life plan. 

This contract has never been voided by the Comptroller General nor has it 
been referred to specifically in connection with this hearing. It is, however, of 
major importance, because we believe the Bureau of Indian Affairs was as much 
interested in obtaining the PHH services covered by this contract as they were 
in obtaining the services covered by the other contract which has been specifi- 
cally voided. 

Under this agreement PHH agrees to— 

(a) Submit monthly performance report on the vehicles under lease; 

(b) Submit quarterly itemized analyses of mileage and operating ex- 
penses for each leased vehicle; 

(c) Submit final operating-cost analysis of each vehicle sold; 

(ad) Analyze repair bills, submit warranted claims to the manufacturer 
and/or dealer, and turn over to the Government all proceeds of such claims; 

(e) Submit periodically a recommended program for replacement of 
vehicles, aimed at keeping depreciation costs and operating costs to a 
minimum ; 

(f) Advise the Government through manuals, weekly newsletters, per- 
sonal visits, etc., on any and all matters aimed at maximum fleet efficiency 
at minimum cost; 

(9) The initial titling and registration of leased vehicles will be handled 
by the dealer through which the vehicle is obtained and these expenses 
will be added to the dealer’s invoice at time of delivery. Thereafter the 
Government shall pay for all renewal registration. 

(h) Arrange to have D. L. Peterson, trustee, insure and keep insured 
each leased vehicle, at all times during the leased term for such vehicle, 
against liability for bodily injury and property damage. * * * The con- 
tractor shall arrange to have D. L. Peterson, trustee, bill the Government 
monthly for the aforementioned insurance. 

For performing the above services the Government agrees to pay to the con- 
tractor $1 per vehicle per month. 

2. Tuesday, December 6, 1954: The Bureau of Indian Affairs sent to all area 
directors a complete explanation of the agreement, together with detailed in- 
structions, setting forth the procedures to be followed for the administration 
of the fleet program. A substantial part of this document contains verbatim 
extracts from the PHH Fleet Manual and other printed matter supplied by 
PHH in connection with the service agreement mentioned above. 


D. AMENDMENTS TO THE LEASE 


1. Thursday, January 13, 1955: There was a meeting in my office attended 
by Mr. Proulx, Mrs. Kingsbury, assistant to Mr. Proulx, and Mr. Lynn, chief 
of the finance department. Mr. Lynn pointed out that the agreement as drawn 
up should be amended to provide— 

(a) That the trustee buy and pay for license plates and/or State or 
local property taxes and bill the Bureau for this expense; 

(b) That the Bureau prefers to have a separate invoice for each car 
instead of our standard form of invoice; 

(c) That insurance would have to be billed monthly instead of annually 
because there was no authority for prepayment of any items. 

At this meeting I made it clear that in agreeing to perform these additional 
services, I was not committing PHH for the future; that it was such requests 
as these that increased the cost to do business with the Government; and that 
we would reserve the right to renegotiate our service fees as of July 1, 1955. 

2. March 1955: Assistant Commissioner Greenwood submitted an amendment 
to the agreement, incorporating the suggestions of the Bureau’s finance officer. 

3. Wednesday, April 27, 1955: Mutual returned to me the executed copies of 
the amendment. (This is the same date the agreement was voided and, there- 
fore, we did not forward copy of the amendment to the Bureau.) 
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E. ADDITIONAL QUESTIONS PERTAINING TO THE BUREAU’S AUTHORITY 


1. Friday, March 11, 1955: Mutual’s counsel, Dewey, Ballantine, Bushy, Pal- 
mer & Wood, of New York, again suggested to Mutual “that the Bureau be re- 
quested to obtain a ruling from the Comptroller General as to the Bureau’s 
authority to enter into a long-term lease of automobiles * * *. A cursory ex- 
amination of the proposed 1956 budget of the Department of the Interior reveals 
that the Bureau of Indian Affairs has requested no appropriations for the hire 
of motor vehicles but has requested authority to purchase 175 vehicles for re- 
placement. It is not clear how the leasing program fits in with these requested 
appropriations, and clarification of the matter would seem to be necessary.” 

2. Thursday, March 17, 1955: Mr. Saunders forwarded the counsel’s request 
to Mr. Peterson. 

3. Friday, March 18, 1955: I forwarded Mutual’s request to Mr. Proulx. 

4. Tuesday, April 5, 1955: Assistant Commissioner Greenwood replied: “There 
is no need to ask the Comptroller General for a ruling on the Bureau’s authority 
to enter into leases for vehicles as each year the Interior Department Appropria- 
tion Act carries a general provision which provides for the hire as well as the 
purchase of passenger motor vehicles. And, while we do not know what the 
exact language of these provisions will be for the fiscal year 1956, it is assumed 
there will be no change. 

“It is not customary for this Bureau to request appropriations for hire of 
motor vehicles, as such provisions are covered by the administration portion 
of the aa °*'*.” 

5. Thursday, April 7, 1955: I forwarded to Mr. Saunders a copy of Commis- 
sioner Greenwood’s letter of April 5. Before any further action was taken on 
this particular matter the Comptroller General had voided the agreement as 


being illegal. 
F. COMPTROLLER GENERAL’S CANCELLATION OF AGREEMENT OF LEASE 


1. Wednesday, April 27, 1955: Mr. Proulx, after attempting to reach me at 
the office, finally reached me at home in the evening, to notify me that the 
Comptroller General had declared the agreement void. He suggested that I 
meet with him in Washington the following day to discuss the problems arising 
from the cancellation. 

2. Thursday, April 28, 1955: John Lalley of our office and I visited the Bureau, 
where we met with Mr. Proulx, Mr. Lanigan, and Mr. Greenwood. Together we 
reviewed the Comptroller General’s letter of April 27 notifying Secretary 
Emmons of his action. 

The action was taken on the grounds that the “Agreement was negotiated 
without competitive bidding,’ on the basis that the lessor was the ‘only source 
of supply * * *” 

We also reviewed that draft copy of a purported press release issued by the 
House Government Operations Committee, in which Congressman Chudoff was 
quoted as saying that he “has been probing a deal made by the Bureau of Indian 
Affairs to lease automobiles without competitive bidding, and apparently in 
a number exceeding the allotment made by Congress in the Interior Department’s 
appropriation * * * not only that, but we are of the opinion that we believe 
leasing of cars would be more costly to the Government, but found that the 
law had been violated * * *” 

We discussed the problems involved in preparing an invitation to bid for 
services of the type rendered by P. H. & H. I pointed out that P. H. & H.’s busi- 
ness had to do with entire fleets of cars and not with individual cars or seg- 
ments. Further, I pointed out that in entering into this agreement our motive 
was to assist the Bureau in determining to what extent private industry might 
be of assistance to them in their efforts to reduce costs. 

I was asked if P. H. & H. would respond to an invitation to bid. I said that 
it would depend upon how the invitation was drawn and that we would not be 
interested in changing our plan, but we had a continuing interest in cooperating 
with the Bureau and would submit a bid if we could possibly do so. 

We then discussed some of the problems in preparing an invitation that would 
be fair not only to any company purporting to render a service comparable to 
ours, but also any of the numerous “flat rate” rental companies, and any other 
person or company who wanted to submit a bid. 

We were advised that the 39 cars were available for us to pick up at the 
Albuquerque and Cherokee locations; that they were stored in locked fenced- 
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in areas; and that there was no possibility of anyone driving the cars until 
they were picked up by the dealers. We needed this information for insurance 
purposes. 

We discussed the practical problem of how the Bureau of Indian Affairs 
might obtain substitute transportation and it was agreed that we would con- 
tinue to study this problem in an effort to find a practical solution. 

3. Friday, April 29, 1955: Assistant Commissioner Greenwood notified us 
officially in writing of the termination of the contract. 


G. PHH SUGGESTIONS ON PREPARATION OF INVITATION TO BID 


1. Thursday, April 28, 1955: On our way back to Baltimore, Mr. Lalley and 
I discussed the problem faced by the Bureau in preparing an invitation to bid. 
We made some notes on this subject as a basis for further discussion in 
Baltimore. 

2. Tuesday, May 10, 1955: Mr. Lalley forwarded to Mr. Proulx our revised 
ideas for his consideration in preparing an invitation to bid. The suggestions 
were prepared at the request of the Bureau because the Bureau wanted our ideas. 

We made these suggestions without any knowledge as to how a Government 
invitation to bid was prepared, as we had never seen one up to that time and, 
therefore, had no experience or knowledge of their content. 

The invitation to bid, as finally prepared by the Bureau, bears little resem- 
blance to the one suggested by P. H. & H. 


H. PUTTING THE BUREAU BACK ON WHEELS 


1. Thursday, April 28, 1955: In aforesaid meeting the Bureau, after the 
agreement was voted in, Mr. Lalley and I discussed the practical transportation 
problem faced by the Bureau now that the cars they had been leasing were 
no longer available for use. 

Mr. Proulx thought it might be possible to prepare an invitation to bid on 
leasing cars for May and June only. Mr. Proulx pointed out that first it would 
take quite a lot of time to prepare a bid, issue it, award the contract, and 
obtain the cars. 

Mr. Proulx commented that the Bureau had authority to negotiate contracts 
for the purchase services up to a maximum of $500 at each location without 
invitation to bid. 

2. May 2, 1955: On or about Monday, May 2, I discussed this problem with 
Mr. Silloway, vice president of Mutual of New York. His reaction, when he 
had learned earlier that the lease had been voided, had to do with the problem 
the cancellation created for the Bureau of Indian Affairs, and he suggested that 
we let the Bureau continue to use the cars rent free until June 30. This would 
give the Bureau time to work out another solution to the problem. 

3. Tuesday, May 3, 1955: On or about May 3, I telephoned Mr. Proulx and 
passed along Mutual’s offer to permit them to use cars rent free. Mr. Proulx 
stated that the Bureau was grateful for the offer but would be unable to accept 
it. He reminded me of the $500 maximum, which I decided to refer back to 
Mutual of New York. 

Mutual stated in a telephone conversation that, while they would rather let 
them use the cars for nothing, they were perfectly agreeable to any alternate 
arrangement that was both legal and satisfactory to the Bureau. 

4. Friday, May 6, 1955: Mr. Peterson submitted a letter to Mr. Proulx, offer- 
a lease 5 cars at Cherokee for $405.70 and the 34 cars at Albuquerque for 

The monthly rent for the 39 cars under the voided lease totaled $1,925.31, 
or for 2 months $3,850.62. 

5. Monday, May 9, 1955: The Bureau issued a purchase order over the signa- 
ture of Assistant Commissioner Greenwood, purchasing the rental of vehicles 
for the period from May 9 to June 30 in accordance with the terms and condi- 
tions set forth in our letter of May 6. 


I. PHH’S CURRENT BID 


1. Thursday, June 2, 1955: The Bureau issued its invitation to bid on 5 cars 
at Cherokee and 34 cars at Albuquerque. The invitation provided for three 
types of rental plans as follows: 

(a) The flat monthly rental plan under which the bidder agrees to provide 
certain cars and services for a fixed amount of so much per month. 
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(b) Actual cost plan under which the lessee pays the actual depreciation 
and the bidder quotes a monthly rate of a percentage of the vehicles total 
cost. 

(c) Any other plan of operation not covered elsewhere in this bid, bidders 
are to attach plan and to quote prices in such a manner as will permit a proper 
evaluation on bids received. 

2. Wednesday, June 8, 1955: Mr. W. B. Black, president, Oden Chevrolet, Al- 
buquerque, N. Mex., phoned Mr. Peterson, stating that he had noticed that the 
invitation to bid issued by the United States Department of Interior requested 
a quotation on “380 passenger cars” * * * and he would be very pleased to 
see us obtain the award of this contract, and further would appreciate the 
opportunity of furnishing all 30 vehicles. 

3. Friday, June 10, 1955: Mr. Black, president, Oden Chevrolet, wrote Mr. 
Peterson “in anticipation of your being awarded the contract for the United 
States Department of Interior, invitation No. P 109, we have taken the lib- 
erty to place an order for 30 vehicles as described in the invitation, with the 
Chevrolet Motor Division in order to expedite delivery should you be awarded 
the contract * * * I hope that this meets with your approval and wish to 
assure you that I do not place any obligation on you, and furthermore, am making 
this move for your convenience as well as ours should you be awarded the 
contract and desire to favor us with your business. 

Oden Chevrolet is a regular PHH dealer, and this is typical of the manner in 
which PHH dealers look after the interests of PHH and its clients. 

4. Monday, June 13, 1955: Mr. Arthur Perlman, Staff Director Public Works 
and Resources of the Committee on Government Operations, and Mr. Lanigan 
visited Mr. Peterson and Mr. Howell in Baltimore and discussed matters per- 
taining to the lease. 

5. Tuesday, June 14, 1955: The Baltimore Morning Sun carried a news item 
headed “Car Rentals To Be Probed.” This article stated that ‘an Interior De- 
partment bid for leasing 39 automobiles was rigged to fit only 1 car rental com- 
pany—Peterson, Howell & Heather, of 2519 North Charles Street, Baltimore.” 

The article quoted Representative Chudoff, chairman of the subcommittee as 
stating that “the Department’s new bids for leasing the cars used as their specifi- 
cations exactly the same automobiles that had previously been delivered under 
the voided contract, and the invitations provided that the cars could be delivered 
in a used state with 15,000 miles already on them.” 

The article went on to quote Representative Chudoff as stating that the sub- 
committee “has received at least one complaint from a potential bidder that 
the special equipment, color, and delivery requirements made it impossible for 
any company other than Peterson, Howell & Heather to bid successfully for 
the lease * * * Peterson, Howell & Heather merely has to offer to supply the 
cars it had already delivered under the illegal contract.” 

6. Tuesday, June 14, 1955: Arthur Perlman notified Mr. Peterson that his sub- 
committee would hold hearings in connection with the leasing by the Bureau 
of Indian Affairs of 39 automobiles from your company, Tuesday, June 21, 1955, 
at 11:30 a.m. 

7. Wednesday, June 15, 1955: PHH placed its bid in the mails. We offered 
to lease either new or used cars at the option of the Bureau. It would be cheaper 
for the Bureau to lease the cars already in its possession but we would just as 
soon supply new cars if the Bureau wants them. Our income, of course, would 
be less on used cars than on new ones. 

Notre.—Mr. John B. O’Brien, Jr., investigator for the subcommittee, visited 


PHH May 13, 1955. 

Mr. Lanican. Previously you had testified regarding a meeting on 
April 28, 1955, which you and Mr. Howell attended in Washington 
with representatives of the Bureau of Indian Affairs, and Mr. Howell, 
I believe, testified that among the matters discussed at that meeting 
were the specifications which could be put into an invitation to bid 
ae might enable PHH to compete along with other competitors for 
a iease. 

At that time on April 28, did you have the understanding that the 
invitation to bid, if it were issued, would allow PHH to offer to lease 
the cars it already had at the Indian reservations ? 





mre 1s1@i 41. ff oa oh 











CONTRACTS FOR RENTAL OF AUTOMOBILES 93 


Mr. Lauter. At this time, I would like to make one point clear about 
that meeting on April 28. The primary purpose of our visit with 
the Bureau was to learn more of the details on why the contract was 
declared void and also to make whatever temporary arrangements 
were necessary to get, as Mr. Howell puts it, the Bureau back on 
wheels. It was only after we had discussed these points that we 
generally discussed the business of the invitation to bid. That I think 
is the best answer that I can give you. 

Now, you had the specific question, I believe, about that meeting, 
did you? 

Mr. Langan. That is right. I asked if it was your understanding, 
as a result of the meeting, “that the invitation to bid would afford an 
opportunity to PHH to offer the cars it had already delivered in a 
new lease to the Bureau of Indian Affairs. 

Mr. Latirey. Yes; we discussed that generally. It was our under- 
standing that it would be the most practical thing that the Bureau 
could do, to use the existing cars, and also we had earlier told the 
Bureau that we did not want any bid for cars, and it might be difficult 
to work up an invitation to bid to which we could answer. And we 
offered to help them generally, and set down some of the details that 
might go intoa bid. But as we pointed out earlier in our testimony, 
the end result was in no way comparable to what suggestions we had 
made. 

Mr. Lanican. You stated in answer to the last question that you had 
earlier informed the Bureau of Indian Affairs that PITH did not bid 
on contracts. Could you tell us the first time that PHH told the 
Bureau of Indians Affairs that it would not bid on contracts / 

Mr. Lauer. I think you will find that in the chronological state- 
ment of facts as prepared by Mr. Howell. If I reme nay ti correctly, 
the first mention of our policy on not bidding was made by him in his 
meeting with the Bureau on August 18, 1954. 

Mr. Lanican. That was before the original contract had been 
signed between the Bureau of Indian Affairs and PHH. Is that 
correct ? 

Mr. Latiry. That is correct. 

Mr. Lanican. Could you briefly tell us what efforts PHH made to 
get a legal opinion by the attorneys of the Bureau of Indian Affairs 
or by the C omptroller General regarding the authority of the Bureau 
of Indian Affairs to enter into the contract ? 

Mr. Lauter. I think for the sake of brevity, that the answer can be 
found in the chronological statement of facts. There were a number 
of efforts made, both. by ourselves and the Mutual Life Insurance 
Company of New York, and they are all listed in here. 

Mr. Lanican. But each effort met with no success; is that correct? 

Mr. Latter. That is correct. 

Mr. Lantean. When PHH leases vehicles, does it take a tax dedue- 
tion for the depreciation of the vehicles which it leases? 

Mr. Latury. It does not; no. You say, “the PHH leases.” Well, 
Peterson, Howell & Heather itself does not lease. D. L. Peterson, 
trustee, is the leasing entity, the trustee for the Mutual Life Insurance 
Company of New York, ‘and the trustee takes no depreciation and 
keeps no books whatsoever. 
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Mr. Lanican. Isee. When you deliver cars to the lessee, does your 
delivery price include licenses and taxes for the first year? ’ 

Mr. Lauter. Where the dealer purchases the license and registra- 
tion and title and pays taxes, they are normally included as a part 
of his invoice costs of the car. There are occasions where the dealer 
is not in a position, such as an out-of-State dealer, occasionally, to 
purchase the tags and to title the car. 

Mr. Laniean. In the case of the contract with the Bureau of Indian 
Affairs, were the first year’s taxes and tags added to the invoice price? 

Mr. Latiey. Yes; they were. 

Mr. Laniean. Then when the service and interest charge of one- 
half of 1 percent per month is paid during your first year, that includes 
the interest on these taxes and all other charges incident to the acquisi- 
tion of the vehicles; is that correct? 

Mr. Lautey. Well, that is correct in the sense that we receive an 
interest charge on any money advanced in the purchase of the car, 
regardless of what items that happens to include. 

Mr. Lanican. When you get to the second year, what service and 
interest charges are made on the vehicles? 

Mr. Lauiey. The initial year’s rental fee is one-half of 1 percent 
a month; during the second year, it is reduced to thirty-eight one- 
hundredths of 1 percent per month. 

Mr. Moss. I wonder if I might ask a question at this point. 

The first 12 months is a leasing period ¢ 

Mr. Latzxy. That is correct. 

Mr. Moss. I notice in your chronological statement under Wednes- 
day, June 15, 1955, it ends with the sentence: 


Our income, of course, would be less on used cars than on new ones. 


If the depreciation is on a basis of rental period rather than model 
period, how would it be less? 

Mr. Lauiey. As we have said before, the rental is reduced to thirty- 
eight one-hundredths of 1 percent on the total purchase price of the 
car during the second year of the car’s lease term. 

Mr. Moss. That is lease term ? 

Mr. Latuiey. That is correct. 

Mr. Moss. It would be the same on a used car as it would on a new 
one, then, would it not? 

Mr. Latuey. I think the answer you want is, when we speak of these 
used cars, now in possession of the Bureau, we would establish a new 
original cost of the vehicles by subtracting the depreciation for the 
cars and then take one-half of 1 percent of that figure. In other 
words, the cars have depreciated to an averge of a little over $1,700. 

If we were to start out new, under a new contract and with those 
same cars, we would start a first year’s rental all over again. But the 
original cost of those vehicles would have been reduced by the amount 
of their calculated depreciation. 

Mr. Moss. And that depreciation would have been paid for by the 
Bureau in its rental up to the 28th of April? 

Mr. Lattry. That is correct. Well, actually, I think we had 


prenued to depreciate them through June, even though the Bureau 
ad not paid for it. We felt that that was the more logical thing to 
do. It is more realistic as to their actual worth. 
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Mr. Moss. The actual amount of difference would be very little. 
Your income on investment would be the same? 

Mr. Latiey. That is correct. 

Mr. Moss. So it would not be less income, actually ? 

Mr. Laxey. In dollars, yes, there would be a reduction, since the 
purchase price, or the original cost 

Mr. Moss. The return on investment would not change? 

Mr. Latiey. The ratio of percentage would not differ ; that is 
correct. 

Mr. Moss. That is all I have at this time. 

Mr. Laniean. As to the 0.38 percent per month which is based on 
a service charge the second year, how is that divided between PHH 
and Mutual Life Insurance Company of New York? 

Mr. Latiry. The same proportion as the first year’s rental, one- 
third and two-thirds. 

Mr. LaniGan. So the interest continues on the original invoice price 
of the car at one rate or another until the car is finally disposed of ; is 
that correct ¢ 

Mr. Lauiry. Well, if the car runs into the third year, there is a 
further depreciation in rental. It goes from 0.5 percent to 0.38 per- 
cent to 0.26 percent and then gets down to 0.14 percent in the fourth 
year. 

Mr. Lanigan. What is the reason for reducing the charge in the 
second and third years ? 

Mr. Latiey. Because the lessee has paid back, so to speak, a reserve 
for depreciation, thereby reducing the total amount of investment in 
that particular car, and you will find that the 0.38 percent recognizes 
the amount by which the car had been reduced in value through re- 
serve during the first year. It is the same as taking 0.5 of the actual 
book value of the car at the beginning of the second year. 

Mr. Cuuporr. May I ask a question ? When did you consider the 
car totally depreciated? After how many years? 

Mr. Latiey. Fifty months. 

Mr. Cuuporr. Fifty months. 

Mr. Latter. That is 2 percent per month for 50 months. 

Mr. Lanican. We notice that PHH furnished 8-cylinder cars of 
middle line of Fords, Chevrolets, and Plymouths to the Bureau of 
Indian Affairs under the contract, and that the cars had such things 
as heavy duty heaters, oil-bath air cleaners, and cigarette lighters 
in them. 

In your discussions with the Bureau of Indian Affairs prior to the 
time the purchase orders were issued for these cars, did you discuss 
the type of vehicle which would be ordered ? 

Mr. Latiry. Yes. We made recommendations as to the type of 

car that in our experience has proved to be the most economical. And 
it is for that reason that the Bureau ordered the 8-cylinder de luxe 
model Fords, Plymouths, and Chevrolets. 

Mr. Webster makes a good point, in that since the Bureau was mak- 
ing an semen and making use of proven business methods, it 
was thought that they would go all the way and adopt these business 
fleet principles. 

Mr. Lanican. Would you tell us why you consider the type of cars 
that were ordered to be the most economical ? 
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Mr. Lauer. Well, because of the more attractive depreciation rate 
for de luxe model cars at the present day. 

Mr. Cuuporr. May I interrupt you to ask a question at that point ? 
As I recall, these cars were required to have cigarette lighters in them. 
How would a car be more economical to operate with a cigarette 
lighter than a car without a cigarette lighter ¢ 

“Mr. Laxey. It is no longer : a problem, since it is standard in all of 
them, and the Bureau decided to specify it. 

Mr. Cuvuporr. You mean all automobiles today that come off the 
assembly line have cigarette lighters ? 

Mr. Latxiey. All in the middle line or de luxe model elasses. 

Mr. Cuuporr. I guess that is due to the powerful cigarette-lighter 
lobby in the auto industry. So actually there is no reason for that 
even to be in the spec ifications, i is there? 

Mr. Latiey. No, it is like specifying a spare tire. They all come 
through that way. 

Mr. Cuuporr. If they all come off the assembly line with cigarette 
lighters in them, it would not be necessary to put that in as a specific 
specification, because you could not get a car without a cigarette 
lighter ; is that no true? 

“Mr, Lanier. That is correct. 

Mr. Cuuporr. And also, of course, an ashtray. I presume that is 
standard equipment, too? 

Mr. Lauiey. In the middle line it is. In the past the Bureau has 
used standard model Chevrolets, and the standard model does not 
have an ashtray. 

Mr. Cuuporr. But because of the fact that you recommended the 
middle line eight-cylinder, which carried a cigarette lighter and an 
ashtray with it, you put it in the specification, althought in your ex- 
pert opinion, that would not be necessary, because it was in the car, 
anyway / 

Mr. Latter. When we order cars, normally we do not even bother 
to specify that type of equipment. 

Mr. Cuvuporr. And, of course, it would have nothing to do with the 
economical operation of the automobile? 

Mr. Lauiey. Certainly not, except possibly from a resale stand- 
point. You might have a little more difficulty selling a car without a 
cigarette lighter and an ashtray than one with. 

“Mr. Cuvporr. And that might stand in the way of a sale; a man 
would not buy an automobile because it did not have a cigarette lighter 
in it? 

Mr. Latiey. Do you smoke? 

Mr. Cuuporr. I do not smoke, but my wife smokes for both of us, 
three packs a day. 

Mr. Latiry. Then she would probably turn down a car without an 
ashtray. 

Mr. Cuvporr. It is an amazing thing, since you raise the question, 
that the last couple of cars that I have had in the last 5 years nobody 
ever uses the cigarette lighter. Usually in an automobile they either 
strike matches or have their little pocket lighter which they find to be 
more efficient. 


Mr. Latuiey. That could be. 
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Mr. Lanigan. What is the difference in the Blue Book value be- 
tween a standard line 6-cylinder car and a middle line 8-cylinder car, 
let us say, of a Ford, after 1 year? 

Mr. Lauter. That is a detail that I am not sure we can answer right 
here. Mr. Webster says that the Automotive Market Report, which 
we find to be the most reliable source of used car prices, indicates that 
the auction prices for de luxe models are approximately $150 more 
than the standard models. 

Mr. Lanigan. And what is the difference in the original cost be- 
tween the de luxe 8-cylinder model and the standard 6-cylinder model ? 

Mr. Latiey. That is a de luxe 8 versus the standard 6 4 

Mr. LANnicAn. Yes. 

Mr. Lauter. We have figures now. It costs roughly $170 more for 
a de luxe model 8 than it does for a standard model 6. 

Mr. Lanican. Pardon me. Could you repeat that? Or could the 
reporter read it? 

(The answer was read by the reporter.) ’ 

Mr. Lauiey. And the resale value spread on the same cars is 
approximately $300. 

Mr. Moss. Could I interrupt? That is retail resale? 

Mr. Latiey. Those are current auction prices, 

Mr. Moss. $300 difference ? 

Mr. Latiey. That is correct. The standard models are not selling 
well at all these days. And also, the six-cylinder car is much less 
in demand than it used to be. 

Mr. Cuvuporr, How does that compare with the Blue Book values? 

Mr. Latiey. I could not tell you. We do not use either the NADA 
or the Blue Book or the Red Book any more as reliable guides to 
used car values. They are normally obsolete by the time they come 
out, and their method of arriving at the prices themselves is request- 
ing dealers to report what model prices are, and normally a dealer 
will report what figure 

Mr. Cuuporr. Are Blue Book values usually less than the actual 
values ? 

Mr. Lauer. I would say they normally are higher than the actual 
values. That is what the dealer would like to get for his cars, and 
that is what he reports. 

Mr. Lanigan. What is the difference in operating costs, say, per 
thousand miles, between a middle line Ford 8-cylinder car and a low 
line Ford 6-cylinder car? 

Mr. Lattey. The difference is so minute that it is not worth report- 
ing. The running expenses of the 6 versus the 8 are practically identi- 
cal, 

Mr. Laniean. Is the gasoline mileage practically identical ? 

Mr. Lattey. Mr. Webster reports that it would be a mile per gal- 
lon, if there is any difference. In other words, you might get another 
mile per gallon on a 6-cylinder versus the 8. 

Mr. Cuuporr. How about oil consumption ? 

Mr. Latiey. There is no difference at all. 

Mr. Cuuporr. Does the six have a smaller crankcase ? 

Mr. Latiey. I could not tell you. 

Mr. Lanican. Does PHH take out licenses for renting automobiles 
inthe various States to which its licensed cars are delivered ? 

Mr. Latiry. They do not. 
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Mr. Laniean. Do you take out a license for renting automobiles in 
any place? 

Mr. Lattey. We do not. 

Mr. Laniean. Could you explain on what theory you do not have 
to take out licenses ? 

Mr. Latiry. Well, we are not a public-service organization. We 
are a private business, operating solely out of Baltimore. We enter 
into lease contracts on a national basis and not on a State-by-State 
basis, and we are not leasing to the general public. 

We have had that stand contested by several States and the supreme 
court has upheld us in each instance. 

Mr. Lantaan. When you say the supreme court, do you mean the 
State supreme courts? 

Mr. Lautiry. The State supreme courts. 

Mr. Cuuporr. Are there any other firms like Peterson, Howell & 
Tfeather in the United States? 

Mr. Lattry. Not to our knowledge are there any that perform all 
of the services that we do, but there are some leasing companies that 
operate on a comparable basis as far as the rental arrangements are 
concerned and the rates are concerned. 

Mr. Cuvporr. Your only principal is the New York Mutual Life 
Insurance Co.; is that right? Do you have any other principals? 

Mr. Lartey. We do have another leasing company known as the 
Auto-Fleet Leasing Corp. that provides fleets of cars of 100 or less. 
The D. L. Peterson, trustee, lease agreement is for only those com- 
panies operating 100 or more vehicles, or have a potential of 100 or 
more vehicles. 

Mr. Cuuporr. And the Mutual Life Insurance Co. of New York is 
the only company, to your knowledge, that indulges in this particular 
type of thing? 

Mr. Latiey. The Mutual Life Insurance Co. of New York, I think, 
is the only one that is involved in automobile leasing arrangements. 
The trust certificate idea is an old one, actually, as far as the railroads 
are concerned, 

Mr. Cuvporr. Most railroads and streetcar companies’ rolling stock 
is financed either by banks or trust companies under these trust 
agreements ? 

Mr. Lazer. Rolling stock of railroads is most frequently financed 
by the insurance companies. 

Mr. Cuuporr. I know that the Pennsylvania Railroad’s rolling 
stock is financed by the Chase National Bank of New York. It is on 
every passenger car, if you look for it. 

Mr. Latsey. That is correct. But possibly you will find 

Mr. Cuvporr. And probably on the freight cars, too, somewhere. 

Mr. Latury. You will probably find that some of these insurance 
companies own portions of those trust certificates, even for the Penn- 
sylvania. 

“Mr. Laniean. In what States have you had court cases in which 
decisions have upheld you? 

Mr. Lattry. Most recently in West Virginia where we were directly 
involved, where the public service commission attempted to exercise 
jurisdiction over our leasing arrangements and over the titling of the 
cars. é 

Mr. Laniaan. Can you name any other States? 
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Mr. Latixy. There are other States which we were not involved 
with, other rental companies, such as Hertz: Michigan, Kentucky. 
There are 17 in all. I cannot remember all of them. Michigan and 
Kentucky are the ones I remember principally. We have a suit com- 
ing up in Virginia on the same score. 

Mr. Laniean. When you lease a car, the amount that you receive 
as a service fee is related directly to the cost of the car; is that not 
correct ? 

Mr. Latiny. That is correct. 

Mr. Lanican. And the more the car costs 

Mr. Latiey. The better our profit. 

Mr. Lanican. The more service fees? 

Mr. Latxry. That is right. 

Mr. Laniean. Now, what differences are there in the services you 
perform in acquiring and selling a Cadillac and a Ford six-cylinder 
vehicle ? 

Mr. Latter. Well, it is a little more difficult to purchase a Cadillac 
because there are not as many dealers. Normally the specifications 
are somewhat more complex, and we do not buy as many of them. 
We buy very few Cadillacs. 

Mr. Moss. How about getting it down to a de luxe versus a standard 
automobile ? 

Mr. Lanican. What difference is there in the service that you per- 
form in connection with a top- or a middle-line Ford and a low-line 
Ford? 

Mr. Lariry. Not much whatever. The only reason that we have 
recommended the de luxe model is that it is more economical to the 
client. 

Mr. Lanican. Why is the service charge different ? 

Mr. Latter. Because we have just arbitrarily, if you want to put 
it that way, established our service fee as a part of the rental percent- 
age, and when you speak of the difference of $170 in the purchase 
price, the actual return to PHH is almost insignificant—that is, the 
difference in return to PHH is almost insignificant. 

Mr. Lantcan. Those are all the questions I have at this time. 

Mr. Cuuporr. Mr. Lalley, as I understand it, when the General 
Accounting Office handed down its ruling that your negotiated con- 
tract with the Bureau of Indian Affairs was illegal and void, I believe 
it was testified that the cars were locked in an enclosure close by the 
Indian reservation where they were being used. Now, you were then 

called in for the purpose of discussing drawing up invitations to bid 
by the Bureau of Indian Affairs, by “Mr. Proulx; is that right ¢ 

Mr. Laurry. No, sir; I do not think that is a correct statement. 
We were not called in for the purpose of drawiag up specifications 
of the invitation. When Mr. Proulx reached Mr. Howell to tell him 
that the Comptroller General had declared the agreement void, he 
suggested that we come to Washington to discuss that problem, and 
we came primarly to discuss the problem of seeing what we could do 
for the Bureau and, as Mr. Howell put it, get the Bureau back on 
wheels. 

It was only after that discussion was completed that we discussed 
in very general and brief terms the possibility of complying with the 
( ‘omptroller General’s demand that the thing be put out on a bid. 
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Mr. Cruporr. Had you or Mr. Howell or Mr. Peterson or Mr. 
Heather known of Mr. Proulx prior to the original contract ? 

Mr. Latury. No; we had not, not to my knowledge. 

Mr. Hearuer. No. 

Mr. Latxey. Our first contact with Mr. Proulx was Mr. Howell’s 
visit in August of 1954. 

Mr. Cuuporr. And that was at an invitation by Mr. Proulx? 

Mr. Latiey. Mr. Murphy, I think, was the one who made the first 
contact with PHH and invited someone from our organization to 
come over, and it was at that time that Mr. Howell met Mr. Proulx. 

Mr. Cuuporr. My recollection of the testimony was that when the 
discussion took place on preparations of the invitation to bid, your 
company was the only company that was present and no other auto- 
mobile rental company was consulted; is that not right ? 

Mr. LAatiey. We were not there, either, when the invitations were 
prepared, sir. 

Mr. Cuuporr. Well 

Mr. Latury. We had very little to do—I think it is important to 
emphasize this—we had very little to do with the actual preparation 
of the invitation. We made certain suggestions in an attempt to be 
helpful, but if you will compare the suggestions we did send and the 
invitations finally released by the Bureau, you would have extreme 
difficulty in connecting the two. 

Mr. Cuuporr. Now, do you have the records of the cars that were 
locked up in the enclosure in Arizona and South Carolina? Was it 
South Carolina or North Carolina? 

Mr. Latiey. North Carolina. 

Mr. Cuuporr. North Carolina. 

Mr. Lautiey. Yes, we know what cars were there. 

Mr. Cuuporr. Let us take Cherokee, N. C. How many Chevrolets 
did you have? 

Mr. Lauiey. Five. 

Mr. Cuuporr. Were they all Chevrolets ? 

Mr. Wesrster. Yes. 

Mr. Latxtry. There were five Chevrolets at Cherokee. 

Mr. Cuuporr. And I call your attention to the invitations to bid. 
Was it just a coincidence that the Bureau of Indian Affairs asked for 
five Chevrolets for that reservation ? 

Mr. Lauuey. I suppose. We had very little interest in what kind 
of cars were specified. 

Mr. Cuuporr. Let me get back a little bit. You had five cars there? 

Mr. Lauiey. That is correct; 4 cars and 1 station wagon. 

Mr. Cuuporr. Four cars and one station wagon. And they were 
all Chevrolets; is that right ? 

Mr. Lautgey. That is correct. The invitation to bid does not specify 
whether the cars shall be Chevrolets. 

Mr. Cuuporr. How many cars did you have out in Albuquerque, 
N. Mex. ? 

Mr. Latiey. Thirty-four. 

Mr. Cuuporr. But there was a request set up for 34 cars? 

Mr. Latixy. That is correct. 

Mr. Cuuporr. Were they all Chevrolets, too ? 

Mr. Latiey. No, sir, they were not. 
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Mr. Cuuporr. They were various cars ? 

Mr. Latuey. There were 10 Ford cars, 10 Chevrolet cars, 10 Ply- 
mouth cars, and 4 Ford country sedans. 

Mr. Cuuporr. How many of those cars were black ? 

Mr. Latiey. One; one at Albuquerque, and two of the ones at 
Cherokee were black. 

Mr. Cuuporr. Let us pick Albuquerque, so that we do not get 
mixed up. 

Mr. Latxey. All right. 

Mr. Cuuporr. How many were blue ? 

Mr. Lauury. None. 

Mr. Cuuporr. How man were green ? 

Mr. Lattry. Two. 

Mr. Cuuporr. How many were gray ? 

Mr. Latuey. None. 

Mr. Cuuporr. No gray. 

Mr. Latuey. Wait a second. Excuse me. I got the wrong count 
on greens. There were no grays. I had better count the greens. 
There were 11 greens. 

Mr. Cuuporr. And there were no grays? 

Mr. Lattey. No grays. There were two ivories. 

Mr. Cuuporr. Two what 

Mr. Latter. Ivories. 

Mr. Cuuporr. Ivories. How about North Carolina? How many 
blue cars were there / 

I guess we had better start with black. 

Mr. Latiey. There were 2 blacks, 2 greens, and 1 bronze, which 
is a kind of brown. 

Mr. Cuuporr. Now, you filled the purchase orders for Cherokee, 
N. C.; did you not? 

Mr. Latiey. That is correct. 

Mr. Cuuporr. And in the purchase orders they set forth black, 
green, blue, and gray. How did this bronze car get in there? 

Mr. Latitey. When those cars were originally ordered by letter 
and not by purchase order, no mention of color was made. The 
purchase order followed, specifying the colors that you named. Since 
this was at the very beginning of the new-model year, we took certain 

variations in color in order to expedite delivery of these cars which 
were so badly needed in Cherokee. 

Mr. Cuuporr. I believe that you also testified that in Albuquerque 
there were two ivory-colored cars. 

Mr. Latiey. That is correct. 

Mr. Cuuporr. And the specifications for the purchase order show 
black, green, blue, or red. 

Mr. Latuey. That is correct. 

Mr. Cuuporr. Did the Bureau of Indian Affairs ever raise the 
question when you delivered these bronze- and ivory-colored cars? 

Mr. Latuey. We delivered one car that was pompano peach, and 
the Bureau asked us to take it back; it was not a very dignified color. 

Mr. Cuvporr. But they did not object to ivory ? 

Mr. Lattry. They did not object to the ivory. To my knowledge, 
they did not object. If you do not mind, I think it is important 
to point out that the Bureau needed these cars, and it was delighted 
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to be able to get them as quickly as they were able to get them. In 
the very beginning of the model year it is very difficult to get cars 
exactly as they are specified without waiting a long time. 

Mr. Cuuporr. You would have that problem every year, would 
you not ? 

Mr. Latiey. You certainly do. 

Mr. Cuuporr. If you are supplying new models at the beginning of 
the model year, you could never meet the specifications as far as color 
is concerned ? 

Mr. Lauiey. That is correct. 

Mr. Cuuporr. And the Bureau of Indian Affairs should know that, 
should they not? 

Mr. Latiey. Yes, I think we explained that to them, and they were 
prepared to take second and third choices in color. 

Mr. Cuuporr. Now, is your firm a partnership or corporation ? 

Mr. Latiey. We are now incorporated. 

Mr. Cuuporr. Does the Mutual Insurance Co. of New York own any 
stock in your firm ? 

Mr. Latirey. No. We have no outside stockholdings. 

Mr. Cuuporr. Are there any directors of your firm, directors or 
officers of the Mutual Insurance Co. of New York? 

Mr. Latiey. No. 

Mr. Cuuporr. They exercise no control whatsoever over your com- 
pany ¢ 

Mr. Latiry. None. They have a certain amount to say, because we 
have got an awful lot of their money. 

Mr. Lanican. Before you made your deal with the Bureau of 
Indian Affairs, PHH consulted with Mutual of New York, did you 
not? 

Mr. Latter. We consult with the Mutual Life Insurance Co. of 
New York on each and every lease that we sign, because the agree- 
ment is based entirely upon top credit corporations. 

Mr. Cuuporr. And they have a right in your trust agreements to 
veto any lease arrangement that the trustee wouid enter into? 

Mr. Lauiey. Let us put it this way, that we have to get their prior 
approval. Once a contract is entered into, Mutual cannot veto it, 
as you say. 

Mr. Cuuporr. Is Mutual a New York corporation or a Delaware 
corporation ¢ 

Mr. Latter. It isa New York corporation. 

Mr. Hearuer. It is the New York Mutual Life. 

Mr. Lauiry. It is a New York mutual company. I am not sure 
exactly what the-—— 

Mr. Cuuporr. Is it under the jurisdiction of the Insurance Com- 
missioner of the State of New York? 

Mr. Latiey. That is correct. 

Mr. Cuuporr. And, of course, the Insurance Commissioner of New 
York, I presume, exercises certain rights over mutual life insurance 
investments, does he not ? 

Mr. Latuey. That is correct. 

Mr. Cuuporr. Are there any questions, Mr. Moss? 

Mr. Moss. No, not at the moment, Mr. Chairman. 
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Mr. Cuuporr. I have in my hand a copy of a summary of a long- 
distance telephone conversation of September 22, 1954, between D. L. 
Peterson, president of Peterson, Howell & Heather, Inc., and Stewart 
F. Silloway, financial vice president of the Mutual Life Insurance 
Company of New York, and it is signed by D. L. Peterson as president 
of PHH. Do you have a copy of that, Mr. Heather ? 

Mr. Hearuer. I think we have one right here. 

Mr. Cuvporr. Now, if you will agree that this is a true and cor- 
rect summary, we will offer this in the record and then avoid the 
necessity of making you stay here and testify concerning this contract. 


Mr. Latter. We have no objection to having that memorandum— 


that is an interoffice memorandum—entered as a part of the record. | 
Mr. Cuvporr. If there is no objection, let it be received as exhibit 


F. 


(The memorandum marked “Exhibit F” follows :) 


ExHIsit F 


A SUMMARY OF LONG-DISTANCE TELEPHONE CONVERSATION OF SEPTEMBER 22, 1954, 
BETWEEN D. L. PETERSON, PRESIDENT OF PETERSON, Howett & Heatuers, INC., 
AND Stuart F. Sittoway, FrnancraL Vice PRESIDENT OF THE Mutua LIFE 
INSURANCE COMPANY OF NEW YORK 


Mr. Peterson and Mr. Silloway discussed over the telephone the pending lease 
between D. L. Peterson, trustee, and the Bureau of Indian Affairs of the United 
States Government, covering the leasing of automobiles and trucks used by the 
said Bureau on reservations throughout the United States. 

Neither Mr. Peterson nor Mr. Silloway had any desire to enter into this ar- 
rangement with the United States Government, because they both realize the 
complications involved in doing business with the Government and all of the 
headaches that could easily result from such an association. They would much 
prefer to confine the leasing activities of D. L. Peterson, trustee to corporations 
and tell the Government that we were not interested in leasing to them. 

However, they both realized that to take such a position with the United States 
Government would be an unpatriotic and an improper move in view of the fact 
that we were not soliciting this business from the Government, but the Govern- 
ment had come to us asking for our cooperation. We presented no bids to the 
United States Government, and we would not make any bid for this leasing ar- 
rangement. It is our policy not to bid on any job for anybody, and this includes 
the Government. We have a service to render which is available to the Govern- 
ment at the same rate that we offer this service to large corporations. We have 
no special service for the Government, and we are not soliciting Government 
work. We do feel, however, that we should cooperate with the Government 
if the Government solicits our cooperation. 

Our position is that we have developed a leasing plan which is being adminis- 
tered by Peterson, Howell & Heather and is being offered to corporations of top- 
credit rating. The Government has heard about this leasing plan and has come 
to Peterson, Howell & Heather asking that they be given the opportunity to take 
advantage of the same plan that has proved so beneficial to corporations. Un- 
less there is some proper reason why it would be illegal or improper for us to enter 
into a lease agreement with the United States Government, we can hardly say 
no to the request of the Government that we lease cars and trucks to their Bu- 
reau of Indian Affairs. 

Therefore Messrs. Peterson and Silloway agreed that we had no alternative 
but to enter into this lease agreement, and be prepared for whatever embarrass- 
ments or annoyances might develop in the future from our relationship with the 
Government. Our attitude, therefore, is one of complete cooperation with the 
United States Government and the adaptation of our plan to fit their specific 
needs to whatever extent is necessary, providing such arrangements are not im- 
possible or improper for us to carry out. 

We also agreed that in all of our accounting and in all of our relations with the 
Government, we must have our records “clean as a hounds tooth” so that they 
can be readily audited by the Government and subjected to the scrutiny of any 
governmental agency. 
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We discussed the fact that Mr. J. McCall Hughes, a vice president of the Mutual 
Life Insurance Company of New York, has a brother who is Director of the 
Budget in Washington. We found on investigation that this brother had no 
knowledge of the approach to us by the Bureau of Indian Affairs, was not in- 
volved in any way, and was not required to approve the leasing arrangement, so 
that we could hardly use this relationship as an excuse for our declining to do 
business with the Government. Furthermore, Mr. Hughes’ brother indicated 
that it would be embarrassing to him if he were used as an excuse for our failure 
to work with the Government. 

Mr. Peterson and Mr. Silloway also discussed the fact that at some future 
time some Senator or Congressman might bring up this leasing arrangement in 
committee or on the floor and cause an investigation to be made. Neither of us 
would have any hesitancy in appearing before any investigatory body and de- 
fending our relationships with the Bureau of Indian Affairs or any other gov- 
ernmental agency. 

It must be recognized that we are not loaning money to the Government. We 
are providing the Government with a management service, which the men from 
the Bureau of Indian Affairs claim will save them thousands of dollars. The 
fact that Mutual Life is supplying the money to make this plan workable is in- 
cidental to the success of the plan and does not in any way mean that Mutual is 
lending the money to the Government. 

We also discussed the publicity in connection with this plan and agreed that we 
would conform to the wishes of the Bureau of Indian Affairs, and give or with- 
hold publicity as they directed. On the other hand, we thought that in fairness 
to the public, we should be prepared to give to newspapers and periodicals the 
complete story if we were solicited by them. We may later find it advisable to 
give a news release in order that an accurate and complete story will be available 
to the public rather than some abbreviated statement that might give an entirely 
wrong impression. 

There should and will be no effort on our part to avoid giving out information 
on this leasing arrangement, because it is a matter of public record and our nego- 
tiations have been in a goldfish bowl. We propose to acquaint the motor com- 
panies with our plans and to acquaint anyone else who is interested in what we 
have agreed to do for the United States Government. 


Mr. Latiry. There is one other point while we are putting these 
things in the record. There is one other thing I would like to correct. 
According to the Comptroller General’s office and some of the releases 
given to the press, the National Biscuit Co. and Carnation Milk Co. 
were listed as clients of PHH. They are not. We would be glad to 
have them 

Mr. Cuvuporr. We are not responsible for naming any clients. 

Mr. Latiry. It has been mentioned several times in the testimony, 
too, and I would just like to get that in the record. 

Mr. Lanigan. I do not think we ever brought up those two 
companies. 

Mr. Cuvporr. My recollection is that we never have. 

Mr. Lattey. They are in Mr. Kane’s testimony and also in that 
statement 

Mr. Cuuporr. There is no harm in having that in the record. 

Mr. Lanican. Now, this is a question I had intended to ask Mr. 
Peterson, but perhaps one of you gentlemen can answer it. Would 
PHH have any suggestions in the line of legislation or other action 
which it believes would help the Government in meeting this problem 
of proper fleet management ? 

Mr. Latney. We anticipated that question, and last night Mr. 
Peterson prepared a statement that I would like to read to you in 
answer to that question, if that is agreeable. 

Mr. Cuuporr. Very well. 

Mr. Latitey. Or would you like me just to give you the statement 
itself ? 
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Mr. Cuvporr. If it is not very long, you can read it. 

Mr. Lauuey (reading) : 

In my opinion, it will always be impossible for the Government to operate its 
fleets of automobiles as efficiently as fleets operated by private business. This 
is due to the size and the complexities in the setup of our Government. 

However, some things can probably be done by legislation and administration 
through which the Government could take advantake of many of the operating 
practices that have proven successful and economical to private business. 

As specialists in the field of fleet management and expense control, our firm 
has introduced these economies into many of the Nation’s leading companies. 
We would be glad to share our experience and knowledge with the staff of this 
committee and provide them with the facts and figures to enable them to deter- 
mine what laws and regulations should be changed to enable the Government to 
make use of the experience of business to its best advantage. 

Ours is essentially a fleet management business for companies that own their 
own automobiles. This is our primary interest and leasing comes into the 
picture only when companies choose to employ outside working capital to avoid 
tying up their own. There is no reason why a company or the Government 
could not have an efficient fleet which is owned by them. At the present time, 
however, the existing laws and regulations in Government prevent it from enjoy- 
ing the same economies that are possible to private business. An example is the 

yovernment’s policy on the replacement of vehicles, which has already been 
discussed before this committee. 

Mr. Cuuporr. As a matter of fact, Mr. Lalley, your firm did not 
want this business; you were a little leery of it when you were invited 
to submit to a discussion concerning it; the only reason that you did 
enter into the agreement with the Bureau of Indian Affairs was be- 
‘ause you felt that it would be unpatriotic for your firm not to deal 
with the Government if the Government requested it ? 

Mr. Latter. That is precisely right. 

Mr. Cuuporr. And further, you advised the Bureau of Indian 
Affairs that you felt they were treading on rather thin ice, and there 
might be a congressional investigation of this method of doing 
business ? 

Mr. Latirey. That is correct. 

Mr. Cuuporr. And if the Bureau of Indian Affairs had not con- 
tacted you, you never would have looked for this business ? 

Mr. Latiry. That is probably so, yes. 

Mr. Cuuporr. Any questions, Mr. Moss? 

Mr. Moss. I have no questions. 

Mr. Cuuporr. Thank you very much, Mr. Lalley. We appreciate 
your cooperation. 

Mr. Latiey. We would like to express our appreciation for the 
fine way in which this hearing has been conducted and the cooperation 
of the committee members and your staff. 

Mr. Cuvporr. Would the next witness come forward, please, Mr. 
Paul C. Loeber, of the American Rent-A-Car Co. ? 

Mr. O’Brien. Do you solemnly swear that the testimony you are 
about to give before the committee will be the truth, the whole truth, 
and nothing but the truth, so help you God? 

Mr. Lorser. I do. 


TESTIMONY OF PAUL C. LOEBER, REPRESENTING THE 
AMERICAN RENT-A-CAR CO. 


Mr. Cuuporr. What is your full name and address, Mr. Loeber? 
Mr. Lorser. Paul C. Loeber. 
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Mr. Cuvuporr. And where do you live? 

Mr. Lorper. 1121 Arlington Boulevard. 

Mr. Cuvuporr. And whom do you represent here, today ? 

Mr. Lorser. American Rent-A-Car Co. 

Mr. Cuvuporr. And where are they located ? 

Mr. Loeser. At present we have moved our offices from California 
here to Washington, D. C. 

Mr. Laniean. Could you give us a description of the business of 
the American Rent-A-Car Co. ? 

Mr. Lorsrr. Yes. We have two types of leasing. One is the daily 
leasing to individuals, and we also have long-term leasing to aircraft 
companies, newspapers, utility companies, and individuals, on long- 
term leasing. 

Mr. Lanican. Did you obtain a copy of the invitation to bid for 
the leasing of automobiles by the Bureau of Indian Affairs at Chero- 
kee, N. C., and Albuquerque, N. Mex. ? 

Mr. Lorser. I did. 

Mr. Lanican. How did you receive those ? 

Mr. Lorser. I happened to be in one of the other Government offices 
on the morning of June 6, and in the course of the conversation, it 
was mentioned that on June 2 the Bureau of Indian Affairs had 
requested invitations to bid. And upon leaving this particular Gov- 
ernment office, I immediately went over to the Bureau of Indian Af- 
fairs and called on Mr. Proulx and asked for a copy of the invita- 
tion to bid. 

Mr. Cuvpor. That is Mr. Donald J. Proulx? 

Mr. Loeser. Right. 

Mr. Laniean. Now, after receiving a copy of the invitation to bid, 
what did you do? 

Mr. Loeper. At the time that I called on Mr. Proulx, he imme- 
diately took me into Mrs. Kingsbury’s office to give me the copies of 
the invitations to bid, and on the way over to his office, just to make 
conversation, I mentioned that it was too bad about the last con- 
tract that they had entered into, whereupon he turned to me and asked 
if I thought he had done wrong. I told him as to that I did not 
know. And his reply was that he thought that the whole matter was 
political. I told him I didn’t think so, because it was disallowed on 
the basis that it was not a bid contract, but it was a negotiated 
contract. 

After receiving the bids, I looked them over and had several ques- 
tions that I felt I should ask the Bureau of Indian Affairs, before go- 
ing ahead and making a bid myself, and 2 days later, on June &, I 
visited Mrs. Kingsbury’s office in the Bureau of Indian Affairs. 

The questions that I asked her were—the first question was why 
they had specified 8-cylinder vehicles rather than 6-cylinder vehicles, 
and why they had specified the large heater rather than the dash 
type heater, and the middle line vehicle rather than the most reason- 
able vehicle. 

I felt that if the Government. was trying to economize, perhaps 
they should have a vehicle that is not quite so fancy and would be 
more economical to operate. : 

The reply to that was that in effect, if I wished to bid on 6-eylinder 
vehicles, I may do so, and if they did not have any bid for 8-cylnder 
cars, they would then consider the 6-cylinder bid. 
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The next question I asked was about the time element, that I 
felt that the time element was very close, that it did not allow sufficient 
time to deliver new cars nor did it allow sufficient time to obtain used 
ears. That question was not answered. 

My next question was whether or not this particular bid had been 
submitted to the Comptroller General’s Office for approval prior to 
issuing the bids to the public. The reply to that was, no, that they 
did not feel that was necessary. And I thought in view of the fact 
that they had difficulty in the past, they would ‘hot want to go through 
the same experience. 

Mrs. Kingsbury replied that the Indian Affairs Department was 
behind it, or the Department of the Interior, rather, and that the 
legal staff of the Department had reviewed the invitation to bid and 
that everything was all right. 

My next question was in effect, what would happen if I or some 
other company should be awarded the contract and perform under 
the contract, delivering these vehicles to these two points, and then 
find that the invitation to bid was disallowed ? 

The answer to that was that you can put a claim in to the Govern- 
ment if that would be the case. 

I felt that was rather a bad way to handle the situation, because 
some company could find themselves in the same position as PHH, 
with somewhere between $70,000 and $80,000 worth of automobiles 
delivered to the Government and find that these vehicles were no 
longer in use, due to the fact that the invitation to bid was disallowed. 

Mr. Lanican. And after that, did you go to the Office of the Comp- 
troller General to discuss the matter / 

Mr. Lorper. Yes, I did. The next day, on June 8, I went up to 
Detroit to call on the manufacturers for a discussion of this invita- 
tion to bid and to see what delivery arrangements could be made to 
deliver new vehicles to these locations. And I was informed that it 
would take approximately 30 days in which to deliver new cars, that 
is, the 4-door sedans, and the station wagons would probably take 
longer. 

Mr. Lanitean. Which manufacturer did you go to? 

Mr. Lorser. I prefer not to answer that, unless it is absolutely 
necessary. 

Mr. Cuuporr. Well, it has been testified here that automobiles, 
especially pleasure automobiles, passenger cars, are in surplus and 
that there are plenty of automobiles in the inventories of all cars. | 
would not want you to give away any of your trade secrets or jeop- 
ardize your dealings with any manufacturer or dealer. 

Mr. Lorser. I would not want to jeopardize the manufacturers’ 
relationships, also, with PHH, because they do business with the same 
manufacturers, and in talking with them, that was brought out at the 
time. 

Mr. Cuvuporr. Let us get this straight. You say you went to certain 
manufacturers ? 

Mr. Lorser. Yes, sir; two. 

Mr. Cuuporr. Two of them ? 

Mr. Lozser. That is right. 

Mr. Cuuporr. And they said thev could not possibly produc e auto- 
mobiles to be delivered in the time requested by the invitation to bid 
received from the Bureau of Indian Affairs / 
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Mr. Lorser. That is correct, Mr. Chairman. 

Mr. Cuuporr. Was it a seasonal problem or was it a labor problem 
that they were faced with at that present moment / 

Mr. Lorser. At that present moment, the labor problem was over 
for these two companies. They had no problems as to labor. It was 
just a question of filling orders and getting vehicles delivered. 

Mr. Cuuporr. Do you buy directly from manufacturers or dealers ? 

Mr. Lorper. I buy from dealers. 

Mr. Cuuporr. And you went to the manufacturers or the dealers? 

Mr. Lorpser. I went to the manufacturers, and also while at the 
manufacturers, they looked over the invitation. to bid, and they felt 
that the invitation was designed to take care of the people that already 
had the cars on location at those two points. 

Mr. Cuvuporr. What did you do as a result of that ? 

Mr. Lorrer. Then I returned to Washington and went to the Office 
of the Comptroller General and called on Mr. Coons in the Legal De- 
partment. I pointed out certain discrepancies in the invitation to 
bid, and he said that he would take the matter up with the other mem- 
bers of the legal staff that were more familiar with the past contract 
that had been voided, and asked that I call him on Friday. 

Friday morning I called Mr. Coons and he told me that if I wished 
to place a protest, the Comptroller General’s Office would be glad to 
receive the same, and that I should bring it in to his office and he 
would see that it was recorded and taken to the proper section. 

After doing this, I called on this committee and met Mr. Perlman, 
the staff director of this committee, and pointed out to him the dis- 
crepanies of the invitation to bid. 

Now, my purpose in calling on the committee was to see if they 
could request, in fairness to all parties concerned, that the receipt of 
bids be canceled and the received bids returned unopened pending 
review of this matter, because I thought to go ahead and open these 
bids would be unfair to various people that had bid. It was disal- 
lowed. 

Mr. LaniGan. Why did you think it would be unfair to open the 
bids / 

Mr. Logser. Well, if the bids were opened and it was ruled that the 
invitation to bid was not legal, the people that had bid would be at a 
disadvantage, because we would all know the prices. I do not think 
it would have shown good judgment to open hens bids. 

Mr. Laniean. Did you at any time ask the Bureau of Indian Affairs 
or suggest to the Bureau of Indian Affairs that the bids not be opened 
until a ruling was had by the Comptroller General 

Mr. Lorser. I did not. 

Mr. Cuuporr. But you did reduce your protest to writing and you 
submitted it to the Comptroller General on June 12, 1955? 

Mr. Loeper. That is correct, sir. 

Mr. Lanican. Should we enter as exhibit G the letter to the Comp- 
troller General of the United States on the subject “Protest of invita- 
tion to bid and award,” dated June 12, 1955, and signed by Mr. Paul C. 
Loeber ? 

Mr. Cuuporr. Without objection, let it be so admitted. 

(The document was marked “Exhibit G” and follows :) 
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EXHIBIT G 
AMERICAN RENT-A-CAR, 
Washington, D. C., June 12, 1955. 


To: Comptroller General of the United States, 441 G Street NW., Washington, 
D. C. 

Subject: Protest of invitation to bid and award. 

Reference: (@) Invitation Nos. P-108 and P-109, United States Department of 
the Interior, Bureau of Indian Affairs. 
(b) Contract 14-20-650-186, and D. L. Peterson, trustee, dated 
September 10, 1954, United States Department of the Interior, Bureau 
of Indian Affairs. 


1. Protest is made of reference (a) invitations to bid and award on the 
grounds: 

(a) That it is designed to favor a certain bidder over another. 

(b) By the nature of its requirements, it is designed to exclude certain 
bidders. 

(c) Not entirely a bid for leasing, as advertised. 

(d) It is not in the best interest of the United States Government. 

2. Reference (b) was a contract entered into for supplying certain passenger- 
carrying vehicles on a purchase and resale plan, with the Government paying all 
expenses involved, plus a service charge for the performance of these functions. 
Required vehicles were delivered and put in use. This contract was voided by 
the Comptroller General, on April 27, 1955. Under certain emergency provisions, 
these vehicles are still in use by Indian Affairs. 

3. In view of these vehicles being in use at the points specified in reference 
(a), reference (a) is designed to allow these vehicles to qualify in all respects, 
including type, equipment, mileage, and the purchase and sale plan, as set forth 
in reference (0D). 

4. Paragraph 1A, on page 8 of reference (a) requires “that all vehicles be 
delivered by July 1, 1955. Bidders unable to meet this delivery schedule will 
not meet the requirements of this invitation.” On this same page it further 
states, “Bidders shall state the least number of calendar days within which 
delivery will be made after receipt of formal purchase order f. 0. b. Albuquerque, 
N. Mex., or Cherokee, N. C.” Since reference (b) was disallowed on April 
27, 1955, there has been sufficient time to prepare and issue, at an earlier 
date, invitations to bid, and make award in order to allow sufficient time for 
delivery of vehicles. This was not done. In order to deliver new cars of the 
type, and with the equipment specified, it would take approximately 30 days 
after receipt of formal purchase order; this, excluding delivery of new vehicles 

5. Fulfilling the requirements of reference (a) with used vehicles is an exclu- 
sion due to the difficulty of acquiring the type and equipment specified. and 
making delivery should a formal purchase order be delayed until such a time 
as one could not perform in accordance with specifications. Indian Affairs can 
withhold formal purchase order until the last moment for delivery, as they have 
the comfort in knowing that the vehicles they are now using under reference (a) 
can be delivered at a moment’s notice, for they are already in their possession, 
thus making delivery the deciding factor rather than price. 

6. Reference (a) represents itself as being an invitation to bid on “leasing 
of passenger-carrying vehicles.” However, part of paragraph 2 of page 9 in 
substance asks for the purchase of these vehicles and for the sale of same at 
the end of the contract period, for which the Government would pay a service 
charge. This portion removes said invitation out of leasing into purchasing; 
therefore, in its entirety it is not an invitation to lease. 

7. Under paragraph 2 of page 9 it states, ‘For bidders whose plan of operation 
may provide for payment of actual depreciation, plus service charge, state here 
the guaranteed maximum delivery price for vehicles.” The present suppliers 
have an advantage in naming a guaranteed maximum delivery price. This can 
be accomplished by applying or deducting from their actual delivery cost. of 
September 1954, the 2 percent per month of this delivery price, which the Gov- 
ernment has been paying them. The question arises, has the Government 
already paid freight charges, license tags, and fees necessary in titling these 
vehicles referred to in reference (b)? If so, again the present supplier has 
the advantage in quoting a price under reference (a). 

8. I, as a potential bidder, am skeptical for fear that should I be awarded 
the bids and perform by making delivery, the awards might be disallowed, leaving 
me in the same position as the party of the first contract. In view of Indian 


68491—55——_8 






















































110 CONTRACTS FOR RENTAL OF AUTOMOBILES 


Affairs past experience in this matter, and by the design of its present invitation 
it would seem good judgment to ask the Comptroller General for an opinion 
before advertising to bid. 

9. It is not in the best interest of the Government for the following reasons: 

(a) To use 8-cylinder cars over 6-cylinder, and the middle-class body style, 
rather than the less expensive one. Unless there are extenuating circum- 
stances—the fact that 8-cylinder, middle-class body styles arg more salable, and 
bring a higher price on the used-car market, is well offset by the fact that they 
cost more new, and the cost of operation and maintenance is higher on an 
8-cylinder compared to a 6-cylinder. 

(b) The Government would effect a savings in maintenance and repairs by in- 
sisting on new vehicles, rather than trying to assist the present supplier. 
Should any other supplier be awarded the contract, the Government would be 
receiving vehicles that might well need, within a short period of time, new 
tires, mechanical repairs, as well as overall increased operating cost due to 
mileage. 

10. In view of the above, this protest is made. In fairness to all parties con- 
cerned it is requested that receipt of bids be canceled, received bids returned 
unopened, pending review of this matter by your Office. 

Very respectfully yours, 
Pau C. LOEBER. 

Mr. Lorser. Mr. Chairman, if I might, there should have been 
some additions to that objection. If I might be allowed to do so, I 
would like to name them here. 

Mr. Cuvuporr. I think the question of further objections to an in- 
vitation to bid cabtnitted to the Comptroller General of the United 
States—I presume that you want to amend your protest, and I think 
it is up tothe Comptroller General to rule. But we will be glad to hear 
what you have to say. 

Mr. Lorser. No; I do not mean that. I mean I wish to bring before 
this committee additional things that were in this particular contract 
that should be objected to. 

Mr. Cuuporr. Go ahead. 

Mr. Loeser. I notice that in the contract 

Mr. Cuuporr. I want to say that that roe might be moot because 
the Comptroller General on June 24 ruled the invitation to bid as 
illegal and threw it out. So anything that you would add to your pro- 
test would be, as the courts say, moot. But go ahead and tell us, also. 

Mr. Lorser. Yes. 

Mr. Lanican. You feel that it is a matter of information the com- 
mittee would like? 

Mr. Logeper. Yes; I think it is a matter of information the com- 
mittee would like, and to substantiate my position that I feel very 
definitely that this invitation was designed and rigged to take care of 
the people that already had the vehicles on location. 

It was noted that in the invitations there were no provisions where- 
by the people making bids should state whether or not their bids 
were on used cars or new cars. So when the bids were received, I be- 
lieve there was only one case where they specified that the vehicles 
were new cars, but when the bids were received, it would be very 
hard for the Bureau to determine whether the low bid was for new 
cars or for used cars. 

Now, the low bidder might be supplying used cars and the second 
lowest bidder might be supplying new cars, and it might be more 
economical, as far as operating costs, to have taken the second lowest 
bidder. I think that is worth pointing out. 

I also note, going through the invitation to Gitte on page No. 4, 
under paragraph 4 and paragraph 7, paragraph 4 is identical to 
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PHH’s paragraph 19 of their standard contract form, and paragraph 
7 is in most parts identical to PHH’s paragraph 5. 

Mr. Laniean. Do you have any other items that you wish to state 
on this subject? 

Mr. Logser. I have other comments, if you are interested in hearing 
them, as to the bid. I feel that the date of July 1 as the delivery date, 
as I say, wasatight date. I feel that the paragraph below there which 
states that bidders shall state the least number of calendar days within 
which delivery will be made after receipt of formal purchase order, 
that looks to me as though it is a club that could be easily used to 
ae any and all bidders at once. They could wait to the very 

last day and say, “Well, we could not get a purchase order out, and 
issued a purchase order to PHH.” 

Mr. Lanican. In your experience in renting automobiles, do you 
find that 8-cylinder vehicles are better to rent, for the lessee, than 
6-cylinder vehicles, low-line vehicles ? 

Mr. Lorner. I find that as far as leasing, the customer does not seem 
to care whether the vehicle is a 6-cy linder or a 8- -cylinder vehicle, but 
when it comes to disposing of those vehicles, the customer is more 
apt to purchase an 8 than a 6. However, as far as we are concerned, 
we have kept vehicles for more than 1, 2, or 3 years, and in cases such 
as that we find that a 6-cylinder vehicle is more eet sal to operate. 
It may take a little longer to sell, but we find as far as profit is con- 
cerned, we are ahead. 

Now, in leasing automobiles, if we are able to recover more than 
what we paid for these vehicles, we are not so concerned about what 
the resale price is. That is nos of primary importance, because we are 
leasing those vehicles and we are not entirely concerned over the op- 
erating cost as long as that volte le is bringing us sufficient revenue. 

Mr. Cuvporr. In other words, when you say that as long as you 
recover more than the vehicle cost, you mean, in other words, the 
salvage value of the vehicle plus the rental ? 

Mr. Lorser. That is right. 

Mr. Cuuporr. How do you determine that factor ? 

Mr. Lorzer. You see, Mr. Chairman, the difference between our plan 
and PHH’s plan, and an advantage to the Government, is that we 
depreciate these vehicles and we use accelerated depreciation, which 
the Government allows, and we depreciate them over a period of 2 
years. In other words, we pass on that depreciation; we can get our 
prices down lower than PHH. In other words, we are not in the busi- 
ness of buying and selling vehicles for the customer. When we get 
the vehicles back, we may use them again in our rent-a-car field. 

Mr. Cuuporr. You are ona purely rental basis ? 

Mr. Lorser. That is correct. 

Mr. Cuuporr. You rent to your customers for so much a month, and 
that includes A, B, and C, in the rental ? 

Mr. Lorper. That is right. 

Mr. Cuuporr. Then when they are through with them, you take 
them back. And if you can rent them to somebody else, rent them, 
and if you care to sell them, you sell them ? 

Mr. Lorzer. That is correct. 

Mr. Cuuporr. You do not operate as they do. You do not charge 
everything to the customer, and then after they use them, try to sell 
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them, and if you do not sell them at a price that will make you whole, 
then you charge the difference to the customer, as they do? 

Mr. Loser. That is right. 

Mr. Cuuporr. And you use your own money to buy the vehicles; is 
that right? 

Mr. Lorser. That is correct. We borrow money from the banks. 

Mr. Cuuporr. You do not represent any insurance company or any 
company that gives you money to invest for it ? 

Mr. Logper. “No, we do not represent any manufacturer, insurance 
company, or any dealer. 

Mr. Cuuporr. So actually, the invitation to bid issued by the Bureau 
of Indian Affairs was not ac tually a bid for leasing vehicles, but it was 
a bid to allow a service company to work for the Government at a 
service charge in buying and selling automobiles for the Governmcent’s 
use; is that right? 

Mr. Logeser. Yes, sir. That is what I pointed out in my protest to 
the General Accounting Office. I feel that it has come out in this testi- 
mony here that they are not in the business of actually leasing cars; 
they are in the business of leasing money. 

Mr. Cuuporr. And they were actually, although maybe not in a 
purely legal sense, representing the Mutual Life Insurance Co. of 
New York; but actually they were representing the Government. The 
Government paid for everything that went in this automobile, and they 
even paid rent while the car was on the lot awaiting sale, and if it did 
not bring enough money in the sale, the Government had to pay the 
difference as set up in their particular formula ? 

Mr. Lorser. That is correct, Mr. Chairman. 

Mr. Cuvporr. Now, do you feel that if the Government leased these 
automobiles from an automobile leasing company on a pure lease basis, 
they could rent them cheaper than they could if they rented them under 
the Peterson plan? 

Mr. Loesper. Yes, I do, Mr. Chairman. I am not criticizing PHH. 
They enjoy a very fine business. I think their plan has its place, defi- 
nitely, in private enterprise. But I do not feel that their plan fits into 
the Government program. I think there is much to be said and much 
to be accomplished by the Government entering into a good, sound 
leasing plan. Ithink there isa great field. I think if you want me to 
go into that in a little more detail, I would be very glad to. 

Mr. Cuuporr. That brings me down to this question. This com- 
mittee is trying to find out whether it is more practical and more 
economical for the Government to lease motor vehicles than it is for 
them to buy them. Now, you have been in the business how long? 

Mr. Lorper. Six years. 

Mr. Cuvuporr. And in your opinion, would it be more economical 
for the Government to lease motor vehicles, or rent them, than it 
would to buy them and maintain them ? 

Mr. Logser. Yes, I think so, with certain changes to be made in the 
laws to permit the Government to lease cars for a longer period than 
they are able todo now. They are only able to lease them for 1 year. 
And I believe if they had 2 years or 3 years, they would be able to 
obtain a lower leasing price. 

I have gone into the matter quite thoroughly. I have discussed 
it with the manufacturers. And if there is a sincere attempt on the 
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part of the Government to lease vehicles, it could well be that the 
manufacturers would even design a vehicle, void of a lot of the frills 
that ordinarily appear on the car that is in the showroom today. 

Mr. Cuuporr. You mean the gingerbread / 

Mr. Lorser. The gingerbread, yes, sir, that is correct. In a six- 
cylinder vehicle, there could be perhaps one sun visor and a small 
dash-type heater, and various other features could be eliminated. 
They could get the price down perhaps right in the neighborhood that 
they are selling the vehicles to the Government for at the present time. 

Mr. Moss. Mr. Chairman, at this point I would like to inquire how 
any economy would be effected. Now, you buy a vehicle and you 
lease it to the Government. Your rental figure for the vehicle is 
going to be designed to fully recover for you all of your costs and to 
prov ‘ide for payment of management expenses. Whether or not it 
is specifically set forth in the lease, your total charge is going to be 
sufficient. You are not in the business except to m: ake money. 

Mr. Loeser. That is correct. 

Mr. Moss. Now, do you maintain the vehicles that you lease? 

Mr. Lorper. Yes, we do. It depends on what plan the Government 
wishes to enter into. There are separate departments of Govern- 
ment where they would have to maintain their own vehicles. There 
are other departments in Government where they would wish the 
vehicles to be maintained by the leasing company. 

Mr. Moss. Do you maintain your own shops for repairing and 
maintaining the vehicles, or do you do that under a contract or just 
a straight labor charge with whatever dealer or repairman might be 
convenient ? 

Mr. Lorser. The vehicles would be repaired—in leasing to the Gov- 
ernment, if the Government would require that we repair the vehicles, 
undoubtedly the vehicles would be repaired by the dealers whose 
vehicles we are operating. 

Mr. Moss. So your repair costs would not be less than the costs that 
the Government itself might pay ? 

Mr. Lorser. I beg to differ with you on that, because of various fac- 
tors that enter into it. In many areas, especially in the Defense 
Department, they are maintaining shops for these vehicles, paint 
shops, repair shops, body shops, which require a lot of personnel, both 
civilian and service personnel, and much of this service could be per- 
formed by private enterprise at a substantial saving to the Govern- 
ment, because private enterprise is equipped to take care of these 
vehicles. They have the personnel right there. 

Mr. Moss. Is that a matter of opinion or of fact? Have you figures 
to back that up ? 

Mr. Logser. I think it is a matter of being realistic about the whole 
thing. I think that it is 

Mr. Moss. No. But have you examined into figures? Can you cite 
instances and specific examples that would support your conclus og 

Mr. Loeser. I do not have any specific examples myself, but I 
have talked to—— 

Mr. Moss. At the moment, then, it is opinion rather than fact? 

Mr. Lorser. It is an opinion. I do know this much, that there are 
several, or I have heard of several, Government vehicle maintenance 
shops that are operating at a higher cost than the costs that it would 
have to pay to have those vehicles repaired through a local repair 
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shop, and I believe that they have sent out instructions to these various 
commands telling them that unless they get their costs down, the shops 
will have to be done away with. 

Mr. Moss. I think there is also an instruction that certain of the 
Government functions shall be discontinued without reference to costs. 

Mr. Logpser. Yes; that is true. 

Mr. Moss. So the fact that those are the instructions does not mean 
that that is the most economical way of doing it. I have heard it 
contended otherwise. In my own district, there is a large vehicle 
repair facility maintained by the Air Force. The information I 
have would indicate that their costs for maintenance are less than can 
be procured on contract in the area. So it is a debatable question. 

Mr. Lorser. Congress Moss, I do not feel that a Government agency 
such as you are spee aking about, the Air Force, has actual know ledge 
of what its costs are, because it has not charged up—— 

Mr. Moss. We are in the field of opinion, are we not? 

Mr. Lorper. No. They have expressed that. You specify the 
Air Force. I have discussed this matter with the Air Force, and they 
have stated that they do not have actual cost figures; therefore, that 
is why they are not leasing vehicles at the present time, because they 
cannot produce any comparative figures. They are trying to obtain 
them. 

Mr. Moss. You cannot buy a vehicle for any less figure than che 
Government can buy it? 

Mr. Lorser. Pardon me? 

Mr. Moss. You are not going to buy it for any less figure than the 
Government is going to buy it for, originally, are you? 

Mr. Lorser. No. sir. 

Mr. Moss. As a rule, you are going to pay $300 or $400 more? 
Mr. Lorper. No, sir; I would not say that. As I said before, 
would like to go into this subject a little further. If you will per ae 

me to, I will read part of my notes here to the committee. 

There are three types of plans that the Government can take ad- 

vantage of in leasing vehicles. One is the rental of the vehicles 
required by Gover nment personnel on inspection trips or temporary 
duty. That would be a case where : a Government employee was going 
from Washington to, let us say, San Francisco on official business 
which requires that he have a vehicle. It might be much cheaper for 
him to lease a vehicle and would be more convenient than to have, let 
us say, one of the fields, Hamilton Field, send a vehicle down to pick 
up this man and chauffeur him around. That is one type of leasing. 

The other is the rental of vehicles not to exceed 30 days for a Gov- 
ernment agency to meet infrequent requirements of small emergency, 
peak workloads, and special conditions. 

The third plan which we are talking about now is the leasing for 
periods in excess of 30 days to meet continuing requirements. 

A well-formulated, long-term plan would perform two functions: 
A change to private enterprise rather than Government, and, No. 2, a 
general overall reduction of expenditures for motor vehicles. The 
savings to be effected by the Government through leasing vehicles 
are: A reduction of vehicle maintenance personnel; No. 2, elimina- 
tion of vehicles and maintenance shops wherever possible, where they 
find that their cost is high. 
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In the branch of off-station vehicles, for example, these vehicles 
are perhaps 100 or 200 miles away from their home base, and if a 
vehicle breaks down or has an accident, they would have to send a 
tow truck this 100 or 200 miles up to tow this vehicle back down. 
In the hazard of accident, they would have to send an inspector up 
and make an inspection and prepare the necessary reports. Or if the 
vehicle is to be repaired up there, they have to take several bids, and 
there is quite a delay involved in this sort of procedure. So on 
paperwork alone, a lot of that could be eliminated. 

Also, there is to be a discontinuance of large stocks of automotive 
parts that in the past have depreciated in value and in some cases have 
become obsolete. Or there is a saving in payments of public liability 
and property damage claims, due to ‘the primary insurance coverage 
by leasing companies, in conformance with various State requirements. 

In this field, leasing companies are required to carry public liability 
and property damage insurance in order to comply with the various 
State laws. That amount varies. It may be $50,000 to $100,000, or 
$100,000 and $300,000. 

Now, should the Government enter into a contract with the leasing 
companies that the leasing companies should carry that insurance— 
they have to carry it, anyway. 

Mr. Moss. For the Government ? 

Mr. Lorser, No. Leasing companies have to carry this insurance. 

Mr. Moss. No. But as I say, under a lease, would it be for the 
benefit of the Government ? 

Mr. Lorper. Under the lease, the leasing company would furnish 
the Government with a copy of their policy which would name them 
as a coinsured, you see. The leasing company has to be insured, any- 
way, for their own protection and to comply with State laws. 

Mr. Moss. Aren't any of these items that you mention simple mat- 
ters of proper or more effective administration of the Government 
fleets? In the case that you have cited of sending a tow truck 150 
miles, that would certainly represent poor management. 

Mr. Lorper. Yes, it does. I think that you are correct in saying 
that maybe it is poor management. I think it is poor management all 
through the Government on paperwork. It involves a lot ‘of things. 

But under the insurance phase, you will notice that PHH required 
that the Indian Affairs of the Government take out an insurance 
policy. That was for PHH’s protection more than it was for the 
Government’s protection, because the Government is a self-insurer 
So they are asking them to do something that we normally perform 
and we have to do for ourselves. 

So the Government would come in under our policy and they would 
be insured. So should there be an accident and a claim to be paid, 
we would pay the primary claim, or our insurance company. 

Mr. Moss. The Government, still, as the lessee of the vehicles, would 
have an interest and might well, in order to protect its own interest, 
send an inspector up to the site of the accident or get the information ? 

Mr. Logper. Yes. I am talking about public liability and property 
damage. Yes, they might well do that. The chances are that they 
would allow our insurance company to go ahead as long as we were 
coinsuring the Government; they would go ahead and pay the claim. 
That is an assumption. That is a matter that would come up. But 
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still it is not the expense of sending the man up there. It would be a 
saving of the claim that the insured would have, 

Mr. Moss. Of course, the cost of that would be the overall cost 
of leasing to the Government. So the Government would pay for 
the insurance. 

Mr. Lorper. Yes. All these costs are figured in. However, I will 
say that there would be many claims that they perhaps would not 
have to appear in court on, and a great deal o paperwork could be 
avoided, and would be carried on by ] private enterprise. 

Mr. Moss. The Government operates over 300,000 vehicles, and 
the insurance figure itself would be a substantial cost. 

Mr. Lorser. It would be a substantial cost. I think there would 
be some saving in the leasing company’s carrying this insurance. It 
is part of their requirements of doing business. They might as well 
say they are paying for our secretaries and our offices. Of course 
they are. They are paying for secretaries in their own offices. 

Mr. Moss. Maybe the Government should pay for insurance on 
their vehicles. 

Mr. Lorser. They are doing that at the present time. But you 
mean under a leasing plan? 

Mr. Moss. Yes. 

Mr. Lorper. We have to carry insurance, too, you see, to protect 
ourselves, unless the Government would give us a certificate and say, 
“We will pay all claims against you, too,” which I do not think it 
would do. But we would have to have insurance ourselves, and it 
would be double insurance. 

Mr. Moss. I just cannot see where the savings would come in. 

Mr. Lorser. I seem to feel that there is. Maybe I have not made 
my point quite clear enough. 

Mr. Moss. I think it is very interesting, but I do not think it is 
well supported at this point. 

Mr. Lorser. I differ there. I feel that it is a matter of elementary 
thinking and fact that if you have to carry on a certain performance 
and certain cost in doing your business, as our insurance is part of 
our cost, that whether you pay for it one way or the other or not, 
I do think there is enough saving in paperwork there that the Gov- 
ernment will save in paying claims in the courts, appearances in 
courts, and sending agents up to investigate claims, and so forth. 
They may do that and they may not. 

Mr. Moss. But if the Government has an interest in the settlement 
of the claim, it will probably still be represented by Government 
counsel. 

Mr. Lorper. Yes, it would be, depending on the size of the case and 
the importance; as long as they knew they were being sued for under 
a certain amount, say, we were carrying $100,000 and $300, 000 and the 
suit was under that, they may have counselors sit in. But in most 
cases our counselor for the insurance company would prepare all cases 
and all briefs before the court. 

Also, there would be a savings to the Government in the expense 
incurred in disposing of vehicles at the end of their useful period. 
Also, under a leasing plan, they have an advantage of immediately 
increasing or decreasing their fleet as the needs might be. 

Mr. Moss. Might that not encourage a larger fleet than would be 
necessary ? 
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Mr. Lorper. I think that is an administrative problem. 
Mr. Moss. It could be a blessing in disguise or it could be a very 
bad thing, because we might find the Government leasing many more 
automobiles than if it operated its own. 

Mr. Lorser. I do not think that is quite the case. Maybe we have 
too many Government employees now in various offices. That may 
go up and down. It depends on appropriations. I think appropri- 
ations will dictate how m: iny vehicles they are to operate. 

Mr. Moss. Of course, under existing laws it is a little more difficult 
to control the number of leased vehicles than purchased vehicles, and 
the cost is no more. 

Mr. Laniean. Is it your position that it would be more economical 
for the Government to lease all of the vehicles of the Government 
fleet, or to lease vehicles in certain situations or under certain 
conditions ¢ 

Mr. Logeser. Under certain situations and certain conditions, such 
as in the case of off-station vehicles, where there might be the need of 
immediate repair, and they could stop in any dealer’s repair shop and 
have the vehicle repaired and be on their way. 

Mr. Lanigan. You do not contend, then, that it would be more 
economical for the Government to get all of its vehicles through 
leasing ? 

Mr. Logrper. I think not at this time. I think that the subject 
should be explored, and I think it should be given a fair trial. 

Mr. Lanigan. Now, when a lessor purchases a vehicle for his fleet, 
he has to purchase a car through a dealer ; is that correct 

Mr. Lorser. That is correct. 

Mr. Laniean. About how much profit is there to the dealer in that 
situation / 

Mr. Lorper. It depends on the dealer; it depends on the circum- 
stances. He may deliver that car at his cost perhaps plus a service 
charge of $25 or $50 for servicing the vehicle, with the anne nding 

that he is perhaps to get quite a bit of servicing on that vehicle when 
it needs repairs, and so forth, and maintenance. 

Mr. Moss. I wonder if we might get back to that imsurance just 
a moment. Have you any idea about what the monthly cost per car 
would be, the insurance portion of the cost under a lease agreement? 

Mr. Lorser. The percentage that it runs per vehicle / 

Mr. Moss. Yes. 

Mr. Lorser. Well, it depends on the size of the fleet in many cases. 
It depends on your past experience, on your record. 

Mr. Moss. Do you have a certain fee for insurance ? 

Mr. Lorper. We pay a certain percentage of our gross. 

Mr. Moss. When you lease a vehicle, do you have an insurance item 
in there ? 

Mr. Lorper. We pay a certain percentage of our gross to the in- 
surance company, as a minimum charge each year. 

Mr. Moss. But what do you charge your customer, or your client? 

Mr. Loeser. It is all included in our price. 

Mr. Cuuporr. It is a cost item, is it not, in arriving at your price 
that you are going to charge in getting a return on your investment ? 
Mr. Loreer. It is a cost item: that is right. 

Mr. Moss. How much would it be a month on each vehicle? 
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Mr. Lorser. It would be about 4 percent of the gross figures. That 
would be for PL and PD. 

Mr. Moss. Your gross figure is about how much ? 

Mr. Lorper. Well, it depends on how long we lease the car. If we 
lease it for $7 a day and 7 cents a mile, it would be something. If 
we were leasing it on a straight leasing plan of $80 a month, in that 
would be the cost for our insurance. 

Mr. Moss. But you have no figure ? 

Mr. Lorper. I just quoted the figure. It is not on a gross figure on 
the cost of the vehicle. It is in our operating costs. 

Mr. Moss. I understand that. In your overall operating costs it 
certainly comes in there. But I was trying to get at what might be 
an average in the lease on a monthly basis to a client. 

Mr. Lorper. We pay 4 percent of the gross on the car. 

Mr. Laniean. And when you say “gross,” you mean the amount 
that you take in for the renting of that car? 

Mr. Lorser. That is correct. 

Mr. Laniean. So if it runs more miles or if it is rented more days, 
then the gross is larger and the insurance is larger? 

Mr. Loeser. That is correct. 

Mr. Lanigan. What is the average amount of gross that you re- 
ceive on a car, or just a rough guess? 

Mr Loerser. That varies considerably. 

Mr. Moss. If you were leasing to the Government, about what would 
you charge per month per car, we will say on this specific deal, 39 
automobiles on an annual lease? About how much per month per 
car would be the charge ? 

Mr. Lorser. There is a possibility—I did not bid on this in view of 
my protest, and there is a possibility that they may reissue bids and 
invitations to bid, and if they do, I might bid on it, and I do not want 
to display my hand. But I might say this, that I would be competi- 
tive on the basis of the figures that they have already received in the 
last bid. 

Mr. Cuuporr. We do not know that, because they threw all the 
bids out and never opened them. 

Mr. Lorser. They opened them. 

Mr. Cuuporr. They did open them ? 

Mr. Lorser. They did open them. I suggested that in fairness to 
all, and good administrative practices, that they not open those bids, 
because now we know who the low bidder was; we know what his 
price is, and we know everybody else’s price. I do not think it is fair 
at all, in view of this investigation. 

Mr. Cuuporr. I do not know what they intend to do. That is 
purely within the discretion of the Bureau of Indian Affairs. 

Mr. Logeser. Yes; that is right. 

Mr. Cuuporr. What we are trying to do is to find out whether it is 
cheaper to rent than to buy, and if we cannot get any figures from you 
and other people who are in the business, how are we going to find 
out ? 

Mr. Lorser. I think we have figures. It depends on what the Gov- 
ernment wants. You cannot set a price on a suit of clothes unless 
you know whether they want one pair of pants or two pairs of pants, 
or if they want us to do the repair work. We have to know what the 
Government wants and exactly what they want. Then we can set a 
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price. Under this information and the material we have here, it was 
a very simple matter, because the Government was going to assume all 
the expense of the vehicles and all cost of operation. We were not 
involved in that at all. We would rent a vehicle and get it back, and 
if we could use that somewhere else, we would rent it. 

Mr. Cuvuporr. I am afraid if you are going to take that attitude and 
the other members of your trade take the same attitude, we will never 
rent automobiles. 

Mr. Lorser. It depends on what they are going to do. 

Mr. Cuuporr. If we cannot get any information from the people 
who rent automobiles on whether it is « ‘heaper to rent them or cheaper 
to buy them, we are going to keep on buying them. 

Mr. Loeper. I think there are several factors involved. It is 
cheaper to rent. One of the factors is the operating costs. Now, 
where they are operating vehicles now and maintaining vehicles that 
are 5 or 6 years of age, it certainly stands to reason that vehicles that 
are 1 or 2 years of age, we can operate them much cheaper, in our 
maintenance costs. I think that the answer is, if you put out bids 
that are fair bids from different agencies, you will find out what the 
costs are going to run. 

Mr. Cuuporr. Of course, under the present law they keep a vehicle 
6 years. But if we recommend to the Congress that they can change 
a vehicle every year and have a motor pool, then your argument against 
maintenance costs is thrown out the window. 

Mr. Lorser. That is correct. As far is maintenance costs, if they 
would allow them to buy vehicles every 2 years or some reasonable 
plan, that would be different. 

Mr. Cuuporr. Then you think that if the Government could trade 
their cars every 2 years or 3 years instead of holding them 6 years, 
they would be better off owning them than renting them? 

Mr. Lorser. No; I did not say ‘that. 

Mr. Cuuporr. Now, you give me another factor. 

Mr. Lorser. I think the other factors are the factor of insur ance, 
the administrative costs. I think those things are all factors. 

Mr. Cuuporr. Why could you insure an automobile cheaper than 
the Government could ? 

Mr. Lorser. The Government is self-insured. Our insurance we 
must carry. That is part of our business expense. We have to carry 
it anyway. 

Mr. Cuuporr. Certainly if an old line standard casualty company 

‘an write insurance at a premium and make a profit, the Government, 
helmet self-insured, not having the administration costs, not having 
the advertising costs, not having the other costs that the company 
has, brokerage fees and agents’ fees, could certainly carry their in- 
surance cheaper than the ¢ rasualty company, because the casualty 
company wants to make a profit every year to pay dividends to their 
shareholders; is that not correct ? 

Mr. Lorser. That is correct. 

Mr. Moss. Mr. Chairman, if you would yield just a moment, I was 
interested in that, because I recall a study on the Government’s fleet 
a few years ago. The Government is a self-insurer because it is 
cheaper than it would be to buy insurance. 

Mr. Lorser. That is right. 
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Mr. Moss. Now, if the Government is going to go out and lease 
all of these automobiles, then it is going to be paying insurance. Now, 
it has already been determined that it is cheaper not to buy the 
insurance 

Mr. Lorser. That is correct. 

Mr. Moss. Well, if your rental was $70 a month, 4 percent would 
be $2.80 per month for the car. That would not be an excessive figure 
on the rental, I would assume. And on that basis, if they had 300,000 
automobiles—and they have more than that—they would be paying 
in excess of $9 million a year just for the insurance premium itself. 

Mr. Lorzer. I am not sure of that figure I gave you of 4 percent. I 
will have to check with one of my assistants and get the exact figure 
and give it to you after lunch. 

Mr. Moss. A preliminary analysis of the P. H. & H. bid would indi- 
cate that the costs there would be about $2.45 per month per car. 

Mr. Lorper. Yes. 

Mr. Moss. That still would run around $9 million on a fleet of 
800,000 cars, so it would be a very major item of cost. 

Mr. Lorper. Yes. 

Mr. Moss. It would offset an awful lot of maintenance and repair 
costs. 

Mr. Cuuporr. And if that ever got on the floor of the Congress, 
that it would cost $9 million a year to buy insurance for Government 
automobiles, we _ ould have quite a long talk about it, I can assure you. 

Mr. Lorser. I do not think that there are any figures that have 
come forth from the Government as to what it costs the Government 
to be self-insured. I think there should be a comparison of the two 
them. 

And after all, there are administrative costs. I think there are a 
lot of administrative costs here that are not taken into consideration. 
T know in a lot of the Armed Forces they could do away with some 
of their shops and divert their personnel to other places. I think 
they could make quite a saving. 

Mr. Cuuporr. I want to say this to you frankly. This committee 
intends to recommend to the Congress that this committee or the 
Appropriations Committee or some other special and select committee 
make a study of this problem. 

Mr. Lorser. Very good. 

Mr. Cuvporr. I'think it will be worth the investment, because I 
think that the taxpayers of this Nation will benefit after we get 
through. This isa very important function of the Government. The 
Government cannot operate without motor vehicles, no more than it 
can operate without pencils and typewriters, and we are trying to doa 
job. 

And if the industry—and I am talking about the automobile rental 
industry—will cooperate, we will be able to work this thing out to a 
very minute detail. Maybe the General Accounting Office can do it, 
I do not know. Somebody is going to do it, and we are going to come 
up with the answer. 

It appears to me from what has been brought out so far at these 
hearings, without any actual cost analysis of the problem, that cer- 

tainly the Government is much better off buying its own motor 
vehicles, but it further appears to me that smatend of keeping them 
6 years, they ought to get rid of them in 1 year or 2 years and main- 
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tain them in a motor pool by some Government agency. Do you have 
any further questions, Mr. Moss? 

Mr. Moss. No. 

Mr. Cuuporr. I just want to ask you one question. I want to make 
sure that I heard you right. I understand that when you looked at 
these invitations to bid, you went to the Bureau of Indian Affairs 
and spoke to Mr. Proulx; is that the man you spoke to? 

Mr. Lorper. That is correct. 

Mr. Cuuporr. And he said the whole thing was political ? 

Mr. Logser. That was a remark made in passing from his office over 
to Mrs. Kingsbury’s office. 

Mr. Cuuporr. Who made the remark? Mrs. Kingsbury or Mr. 
Proulx ? 

Mr. Lorser. Mr. Proulx. 

Mr. Cuvporr. That is all. I have no further questions. If there 
are no further questions, thank you very much for coming, Mr. Loeber. 

I think you have contributed a lot in your answers, and we appreciate 
your taking your time off to come before this committee. 

Mr. Lorser. I think, Mr. Chairman, that the association of rent-a- 

car companies would be most grateful to have the opportunity to 
appear before any committee and present their case and the desired 
figures that might be needed. 

Mr. Cuvuporr. We will be very happy to call you in, and if we are 
not doing the job, 1 am sure the committee that does the job will be 
in to see you. 

Mr. Loesner. Thank you for your consideration. 

Mr. Cuvporr. I would like to recall for testimony Mr. Kane, of the 
General Accounting Office. 

Mr. Lanigan. Mr. Chairman, there are two letters, protesting the 
invitations to bid, that the subcommittee has received that probably 
should be introduced in evidence at this time. One came from the 
Hertz System, Inc., of Chicago, and one from the Truck Rental Co., 
Inc., of Baltimore. 

I think it would be good if we put them in the record at the close 
of Mr. Loeber’s testimony. 

Mr. Cuvporr. If there is no objection, let them appear in the record. 

Mr. Lanican. The Hertz System letter will be exhibit H, and the 
Truck Rental Co. letter will be exhibit I. 

(The two letters were marked “Exhibits H and I,” respectively, and 
follow :) 

EXHIBIT H 
JUNE 20, 1955. 
Mr. A. J. SHAUGHNESSY, 
Vice President and General Manager, Hertz System, Inc., 
Chicago, Ill. 

DEAR Mr. SHAUGHNESSY: The chairman of the Public Works and Resources 
Subcommittee has turned over to me for reply your letter of June 16, 1955, in 
regard to the invitation-to-bid contract for the rental of automobiles to the 
Bureau of Indian Affairs in Alburquerque, N. Mex. 

The comments contained in your letter will be brought to the attention of 
the subcommittee when hearings are held in connection with these contracts. 

Please be assured your interest in this matter is deeply appreciated. 


Sincerely yours, 
ARTHUR PERLMAN, 
Staff Director, Public Works and Resources Subcommittee. 
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Hertz SYstTeM, INc., 
Chicago, Ill., June 16, 1955. 
Chairman CHUDOFF, 
Public Works and Resources Subcommittee, 
House of Representatives, Washington 25, D.C. 

Dear Sir: We have received invitation to bid on the requirements for the 
Bureau of Indian Affairs in Albuquerque, N. Mex. 

In our study of this matter, it appears to us that, because of the language of 
the invitation to bid, it is a foregone conclusion that the concerns that own the 
ears that are now in use, will be the successful bidder under the invitation, as 
the stipulations in the bid specify that the equipment shall be exactly the same 
kind of equipment as they now have in use, and that the bidder would guarantee 
these 39 or 40 cars by July 1. Since the bids will not be opened until June 17, 
there would not be sufficient time for another bidder to supply the cars that are 
needed by the specified date. 

If there has been an error in the time limit as set forth in this invitation to bid, 
we would appreciate being advised. 

Very truly yours, 
Hertz System, INc., 
A. J. SHAUGHNESSY, 
Vice President and General Manager. 


Exursit I 
JUNE 20, 1955. 
Mr. A. GorDON VANNESS, 
Vice President, Truck Rentat Co., Inc., 
Baltimore 18, Md. 

Dear Mr. VANNEsS: The chairman of the Public Works and Resources Sub- 
committee has turned over to me for reply your letter of June 17, 1955, in regard 
to the invitation to bid contract for the rental of automobiles to the Bureau of 
Indian Affairs in Albuquerque, N. Mex. 

The comments contained in your letter will be brought to the attention of the 
subcommittee when hearings are held in connection with these contracts. 

Please be assured your interest in this matter is deeply appreciated. 

Sincerely yours, 
ARTHUR PERLMAN, 
Staff Director, Public Works and Resources Subcommittee. 


Truck RENTAL Co., INC., 
Baltimore 18, Md., June 17, 1956. 
Hon. EARL CHUDOFF, 
Chairman of Subcommittee, Public Works and Resources, 
Old House Office Building, Washington, D. C. 

Dear Sir: My company is in the business of long-term leasing of passenger 
cars and trucks. In this connection we received invitations from the United 
States Department of the Interior, Bureau of Indian Affairs, on furnishing 
automobiles at Albuquerque, N. Mex., and Cherokee, N. C.—Invitations No. P—109 
and No. P-108, dated June 2, 1955. The bids were to be opened on June 17, 1955. 

The vehicles to be furnished were to be 1955 models of Fords, Chevrolet, or 
Plymouth, or equal, and no vehicles should have been driven more than 15,000 
miles. A further condition of the bid was a clause inserted on page 8, under 
1—A, which reads as follows: “It is required that all vehicles be delivered by 
July 1, 1955. Bidders unable to meet this delivery schedule will not meet 
the requirements of this invitation.” 

In my opinion, no responsible bidder could meet the requirements of this 
invitation unless he had the cars available at Albuquerque, licensed and ready 
to put in operation at the time the contract might be awarded, which con- 
ceivably could be as late as June 30, 1955. 

To further insure that bidders could not meet the terms, the mimeographed 
sheet of Exceptions to Specifications was attached to the invitation, which re- 
quired the bidder to answer “Yes” or “No” if he could not meet the “conditions” 
in every particular. In our own case we were forced to state that we could 
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not meet the specifications in that delivery would he required on July 1 and we 
would need a minimum of 14 days from the date of reecipt of the signed con- 
tract or purchase order. 

In my opinion the specifications were drawn up to favor a leasing company 
who was already furnishing vehicles to the Department. Leasing companies 
generally do not have available stocks of new or used cars that can hastily 
be relocated in any section of the United States. It is necessary to supply 
these cars from some point near the point of delivery. 

We believe this fact is common knowledge and that the Department of the 
Interior knows this to be the case. We therefore believe that the intent of the 
bid was to see that it was awarded to someone whom they knew in advance 
could qualify on all specification requirements. 

We believe that all leasing companies were severally penalized to the extent 
that the specifications were drawn as indicated in these invitations. 

Very truly yours, 
A. GORDON VANNEsS, 
Vice President. 
Mr. Lanigan. Mr. Kane, you have already been sworn / 
Mr. Kane. Yes; I have, Mr. Lanigan. 


FURTHER TESTIMONY OF OWEN A. KANE, JR., LEGISLATIVE 
ATTORNEY, OFFICE OF THE COMPTROLLER GENERAL 


Mr. Laniean. Could you give us the substance of the Comptroller 
General’s ruling on the invitation to bid issued by the Bureau of 
Indian Affairs ¢ 

Mr. Kane. Yes, indeed. 

Mr. Chairman and members of the committee, on June 15, the 
Department of the Interior, Office of the Secretary, over the signa- 
ture of Mr. D. Otis Beasley, Administrative Assistant Secretary, 
addressed a letter to the Comptroller General and stated that in 
view of certain publicity that had been given to the invitations for 
bids, it was desired to have the Comptroller General examine the 
invitations to bid to rule whether or not they met the provisions of 
the law. 

They referred specifically for our consideration to the question of 
the colors of the cars and the time limitation. That letter was dated 
June 15. 

On June 21, pursuant to telephone conversations, the Department 
submitted to us an abstract of the bids for us to consider in connection 
with the basic question as to whether the invitations were restrictive 
in any manner. 

On June 24, the Assistant Comptroller General, Mr. Frank Weitzel, 
advised the Secretary that the invitations were restrictive because 
of the time limitation involved, and that the contract should not be 
awarded under the invitation. 

The reason for concluding that the time limitation was restrictive 
was that the invitation required the bids be submitted on June 17, and 
the contractor to deliver the automobiles by July 1 upon issuance of a 
purchase order. 

With respect to the invitations for cars at Cherokee, N. C., there 
were 3 bidders who submitted bids out of a potential 23 that were 
asked to bid, and only 1 of them could have delivered the automobiles 
by July 1. 

With respect to Albuquerque, there were 4 bids, and only 1 bidder 
could deliver within the time limitations. 
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Under those circumstances, the Assistant Comptroller General con- 
cluded that there was not free and open competition with respect 
to the proposed contract invitation, and he had no alternative other 
than to give the instructions that he did. 

We have not analyzed any of the proposals in the contract because 
we were not asked to. We were not in a position to state whether 
or not the bids were in the best interests of the Government from 
the standpoint of price. We only had the one question raised as to 
whether or not it met the provisions of law with respect to 3709, 
for free and open competition. 

Mr. Moss. Mr. Chairman. 

Mr. Cuuporr. Mr. Moss. 

Mr. Moss. Could we not make the request for the analysis of the 
bids, to see whether it would be in the interests of the Government ? 

Mr. Cuvporr. I think it would be a splendid idea. 

Mr. Moss. I would like to have the committee make that request, 
the detailed analysis of the bids. 

Mr. Cuuporr. Mr. Kane, you will receive from this committee a 
request for a detailed analysis of those bids, and you will get that in 
writing so that you can give us exactly what we want. We want a 
little time to list the things that we want you to analyze. 

Mr. Kane. That will be fine. We will be glad to do anything that 
we can for the committee. I do not know just exactly what we will 
come up with in the way of an analysis because the figures with re- 
spect to the first portion of the invitation are fixed as to price. It is 
a question of evaluating them. 

Mr. Cuuporr. Do you have any further questions, Mr. Moss? 

Mr. Moss. No. That is all. 

Mr. Kane. There are 1 or 2 things I would like to mention, Mr. 
Chairman, if I may. I had further opportunity to contemplate the 
question you asked me the other day with respect to the authority of 
the Department to make this contract on an experimental basis. I 
answered that they did have, and I still think they do. 

But on further reflection, I should like to call to the attention of the 
committee that under the Federal Property and Administrative Serv- 
ices Act of 1949, which was a law passed by Congress after giving 
serious consideration to the procurement problems of the Govern- 
ment, it authorized the Government as a whole to enter into contracts 
without regard to section 3709, only in certain instances. There were 
approximately 13 exceptions, and 1 of them was that the agency head, 
if he determines it is in the best interests of the Government, need 
not advertise when the purchase or contract is for experimental devel- 
opment or research work. However, it provides that beginning 6 
months after the effective date of the law and at the end of each 
6-month period thereafter there shall be furnished to the Congress 
a report setting forth the name of each contractor with whom a con- 
tract has been entered into pursuant to this paragraph. 

Mr. Cuuporr. Can I interrupt you at that point, Mr. Kane? You 
said that the agency head, if he feels it is in the best interests of the 
Government, does not have to advertise for bids; is that right? 

Mr. Kane. That is right; if it is for experimental purposes. But 
the Congress 
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Mr. CuuporF. So in this particular case, Mr. Emmons, who is head 
of the Bureau of Indian Affairs, would be the person with proper 
authority to determine whether it was in the best interests of the Gov- 
ernment; right? 

Mr. Kane. I should like to add one other thought on this. Under 
this act, this authority was vested in the General Services Admin- 
istration, which had authority to delegate it to agencies, if they re- 
quest authority to exercise a particular exception. 

Mr. Cuuporr. Then Mr. Emmons would have to request from the 
General Services Administration the right to go ahead with an excep- 
tion under this act ? 

Mr. Kane. That is correct. 

Mr. Cuuporr. And in view of the fact that Mr. Emmons testified 
that he did not know what this was all about, that he had not handled 
it himself, that he delegated this to people in the Department who 
were his assistants, therefore he could not have possibly asked for an 
exception, because the head of the agency was the only one who 
could do it under the law ? 

Mr. Kane. That is right. The point is that there have been state- 
ments made that they went to the GSA and they were encouraged to 
enter into this experimental contract. 

Now, as I pointed out the other day, I think it is a good idea to 
have an experimental contract to get the figures down so that we can 
have something definite to compare with. But in this particular case, 
I feel that further consideration should be given to exercising the 
authority under this provision of law, which requires a report to 
Congress on the results. 

That is what Congress had in mind when it made this exception, 
and I think the intent of Congress applies to this type of contract. 
It is labeled as an experiment. 

The second point that I had, Mr. Chairman, is that I think, as the 
gentlemen who preceded me so well explained, there is plenty of room 
for further consideration in the Government as to how to get more 
efficient and economic use of automobiles. Thereisnoset way. While 
I was listening to him testify, I recalled that the Federal Deposit 
Insurance Corporation, which has a great number of auditors travel- 
ing throughout the country examining banks, had an automobile prob- 
lem with respect to furnishing transportation to their auditors. 

Here is the way they met it. Having very broad authority as a 
corporation, they entered into an arrangement with the manufacturer 
or the distributor. They obtain favorable prices for an automobile, 
which is made available to the employee, and the employee is then 
reimbursed a travel allowance of 7 cents a mile, and in that way the 
Government has not had to buy the automobile itself, but has made 
it attractive to its personnel to purchase their own automobiles and 
to trade them in, knowing that they would have the necessary source of 
income to pay them. 

Now, that is one plan that might be considered. 

Mr. Cuuporr. Doesn’t the Travel Expense Act allow so much for the 
use per mile of a Government employee’s automobile ? 

Mr. Kane. That is correct. 
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Mr. Cuuvorr. So that isnot new. Any Government employee who 
owns an automobile can operate it and be reimbursed so much a mile 
under the Travel Expense Act. 

Mr. Kanr. That is correct. But the point I am trying to make is 
that the FDIC has the authority, which other governmental agencies 
do not have, to make this arrangement with the manufacturers or the 
dealer. I doubt if the Department of the Interior would have author- 
ity to do that. 

Mr. Lanican. The arrangement is one whereby the dealer or the 
manufacturer sells the car to the employee at a discount ? 

Mr. Kane. Which is arranged through the FDIC corporation. 
That question was specifically asked in our audit, whether it was legal, 
and the Comptroller General ruled that with respect to that corpora- 
tion it was. 

Mr. Cuuporr. Can I ask you one further question? Do you know 
the full name of the Comptroller General ? 

Mr. Kane. Joseph Campbell. 

Mr. Cuuporr. And when was he appointed Comptroller General ? 

Mr. Kane. December 14. 

Mr. CHuporr. 1954? 

Mr. Kane. 1954. 

Mr. Cuuporr. And he was appointed by President Eisenhower; is 
that not correct ? 

Mr. Kane. That is correct. 

Mr. Cxuuporr. And he was confirmed by the Senate this year? 

Mr. Kane. That is correct, on March 18, 1955. 

Mr. Cuuporr. The new Congress, the 84th Congress ? 

Mr. Kane. The 84th Congress. 

Mr. Cuuporr. The Senate of the 84th Congress? 

Mr. Kane. That is correct. 

Mr. Cuuporr. So he was appointed by the President of the United 
States, who is a Republican, and confirmed by the Democratic Senate 
of the 84th Congress ? 

Mr. Kane. That is correct. 

Mr. Cuuporr. I just wanted that to appear in the record, because 
something may come up later on. 

Do you have any further questions, Mr. Moss? 

Mr. Moss. No. 

Mr. Cuuporr. Mr. Lanigan ? 

Mr. Laniean. No. 

Mr. Cuuporr. Mr. Kane, we want to thank you very much for your 
explanation of the latest opinion of the Comptroller General. 

ith that we will recess until tomorrow morning at 10 o’clock, and 
re first witness will be Donald J. Proulx of the Bureau of Indian 
airs. 

(Whereupon, at 12:10 p. m., the subcommittee recessed, to recon- 
vene at 10 p.m., Wednesday, June 29, 1955.) 
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CONTRACTS FOR RENTAL OF AUTOMOBILES BY 
BUREAU OF INDIAN AFFAIRS 


WEDNESDAY, JUNE 29, 1955 


House or REPRESENTATIVES, 
SUBCOMMITTEE ON Pupiic Works AND RESOURCES 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D. C. 

The subcommittee met, pursuant to recess, at 11:10 a. m., in the 
caucus room, Old House Office Building, Representative Ear! 
Chudoff (chairman of the subcommittee) presiding. 

Present: Representatives Earl Chudotf (presiding), Robert H. 
Mollohan, John E. Moss, and Charles R. Jonas. 

Also present: James A. Lanigan, subcommittee counsel, and John B. 
O’Brien, Jr., staff investigator. 

Mr. Cuuvorr. The subcommittee will be in order. 

The first witness this morning is Mr. Donald J. Proulx of the 
Bureau of Indian Affairs. Will you come forward, Mr. Proulx, 
please ? 

Mr. O’Brien, will you swear the witness, please ? 

Mr. 0” Brien. Do you solemnly swear the testimony you are about 
to give is the truth, the whole truth, and nothing but the truth, so 
help you God? 

Mr. Provtx. I do. 


TESTIMONY OF DONALD J. PROULX, CHIEF, BRANCH PROPERTY 
SUPPLY, BUREAU OF INDIAN AFFAIRS, DEPARTMENT OF THE 
INTERIOR 


Mr. Cuuporr. Will you start, Mr. Lanigan, please. 

Mr. Lanigan. Will you state your full name, address, and position ? 

Mr. Provuix. Business address, you mean / 

Mr. Laniean. Yes. 

Mr Provutx. Donald J. Proulx, Chief, Branch Property Supply, 
Bureau of Indian Affairs. 

Mr. Lanican. As Chief of the Branch Property Supply, what are 
your duties? Could you give us a general outline of your duties? 

Mr. Provuux. They involve the establishment and’ implementation 
of rules and regulations regarding the procurement done by the Bu- 
reau, and the management of the property that is in the custody of 
the Bureau. 

Mr. Lanican. How long have you been with the Bureau of Indian 
Affairs? 

Mr. Provtx. Actually, with the Bureau of Indian Affairs, since, I 
believe, June of 1947. 
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Mr. Lanican. What was your experience previous to that time? 
Mr. Provutx. I was with the Department of Interior, in the Office 
of the Secretary, ee where I was a procurement clerk. 


Mr. Laniean. You have heard various testimony here before the 
committee. Could you tell us how this plan to leans automobiles 
arose at the Bureau of Indian Affairs? 

Mr. Provxx. I believe the Commissioner testified that part of the 
Bureau’s plan is a continuing survey of its operations. And, as a 
result of one of those routine surveys at Cherokee, it was reported that 
there was a possibility to improve this economic operation of the 
Cherokee agency by studying the possibility of reducing the number 
of vehicles, motor vehicles, specifically limited during the study to 
passenger cars. 

Mr. Lanigan. Who made that report ? 

Mr. Provuxtx. The initial report was made by the Commissioner’s 
program management staff. 

r. Laniean. Who is in charge of that staff ? 

Mr. Provutx. Mr. Langan. 

Mr. Laniean. And is he the person who made the initial recom- 
mendation that you look into the leasing of cars? 

Mr. Proutx. He made a recommendation that a feasibility study 
be undertaken to determine the-—— 

Mr. Cuuporr. Pardon me, Mr. Proulx. Did I hear you say it was 
Lalley? I do not want to confuse it with Mr. Lalley who testified 
penny and I thought if it was the same name, we ought to have 

is first name. 

Mr. Provu.tx. Langan—L-a-n-g-a-n. 

Mr. Cuuporr. Langan—L-a-n-g-a-n—is not to be confused with 
Mr. Lalley. 

Mr. Jonas. Or Mr. Lanigan. 

Mr. Laniean. Could we have the question read ? 

(Question and answer read as follows: 

Mr. LanicAn, And is he the person who made the initial recommendation that 
you look into the leasing of cars? 

Mr. Provutx. He made a recommendation that a feasibility study be under- 
taken to determine the——) 

Mr. Provu.tx. To determine the possibility of renting cars to im- 
prove the efficiency of the operation at Cherokee. 

Mr. Laniean. Previous to that time, had the Bureau of Indian 
Affairs leased any cars on a full-year basis ? 

Mr. Proutx. No, sir; not to my knowledge, on a long-term basis. 

Mr. Lanican. Had any other agency in the Interior Department, 
to your knowledge, leased cars on a long-term basis ? 

Mr. Proutx. Yes; I did have knowledge of another bureau in the 
Department of Interior who leased cars. 

Mr. Laniean. Which bureau was that ? 

Mr. Proutx. That was the National Capital Park Service, of the 
National Park Service. 

Mr. Laniean. Following Mr. Langan’s recommendation that a 
feasibility study be made, what occurred ? 

Mr. Prou.x. There was another more extensive group that went to 
Cherokee, in which I was included, as well as some other program 
personnel, to start from the ground a study to further develop the 
recommendations made for the Cherokee agency. 
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Mr. Lanigan. Who was in charge of that group? 

Mr. Provtx. Well, I do not know if there was anyone in charge of 
the group. The group reported as a unit back to the Commissioner. 

Mr. Laniean. Who else were members of the group? 

Mr. Prouix. Mr. Langan, myself, Mrs. Thompson of the Branch 
of Education—do you want names? 

Mr. Lanigan. Yes. 

Mr. Provuxix. Mr. Allen of the Branch of Buildings and Utilities, 
and Mr. McCurdy, Branch of Buildings and Utilities. I believe that 
is all. 

Mr. Laniean. Was Mr. Paul B. Murphy a member of the group? 

Mr. Provutx. No; he was not, sir. 

Mr. Laniean. And what did that group report ? 

Mr. Provutx. That group reported several things, some of them of 
a program nature, for which I am not qualified to testify at this time, 
such as the education program. Some others were dealing with the 
buildings and utilities, again on which I am not qualified to answer any 
questions on. But, as far as the administration of the cars is con- 
cerned, I personally looked into the number of cars that were on hand, 
the miles of operation that were necessary in a year’s time, the pur- 
poses for which they were using the vehicles, the age and condition of 
the vehicles, and all of the circumstances that I could think of sur- 
rounding those vehicles. 

They had at that time 17 vehicles, passenger cars. When I say 
“vehicles,” I am talking about passenger cars only, because they also 
have many other vehicles there. 

They had 17 vehicles. Based on the number of miles, the physical 
setup of the agency, et cetera, it was my opinion, concurred in by 
people right at the agency, that with five efficiently operating vehicles, 
the transportation needs of the agency could be served. Sev enteen 
vehicles were on hand because of their poor maintenance condition. It 
took, in instances, 2 cars to satisfy 1 transportation demand. It was 
that frequent—for breakdown. 

Mr. Cuuporr. So, you found, then, that 5 vehicles, new vehicles, 
could do the work of the 17 old ones. Did you make any recommenda- 
tion as to whether or not these vehicles should be obtained through 
leasing or purchase? 

Mr. Provutx. At that time;no. We still had not definitely decided 
that leasing was the end objective, or that we should purchase ve- 
hicles. The thing we did decide was that with efficiently operating 
vehicles, we could cut down the number of vehicles vended at. the 
Cherokee agency. 

Mr. Moss. I wonder, Mr. Chairman, at that point how old were the 

17 vehicles; how many miles had they on them, and what makes were 
they ? 

Mr. Proutx. Right quickly, I can give you the age of the vehicles. 
In the list that I have prepared I do not have the mileage, so maybe 
your question can be answered only by the age. 

There was a 1942 Pontiac sedan, 1942 Plymouth sedan, 1947 Ford, 
1948 Buick, 1949 Ford, 1942 Ford, 1946 Pontiac, 1940. Olds, 1949 
Pontiac, 1950 Ford, 1948 Plymouth station wagon. There was also— 
well, no, I cannot tell you what the rest of them were. They are not 
on my list. Those are 11 of the older ones, and those are vehicles that 





130 CONTRACTS FOR RENTAL OF AUTOMOBILES 


we had to retire, absolutely had to retire, and they were sold as scrap 
or salvage, for which we received $1,496.22. 

Mr. Moss. There are six of them not listed there. What were they? 

Mr. Proutx. They were vehicles that did not meet the criteria for 
scrap or salvage sales, and they were therefore, in accordance with 
the existing GSA regulations, by which we are bound, considered 
usable equipment. We removed those, four of them, to the Aberdeen 
area for 

Mr. Moss. I am not interested in what happened to them. I am 
interested in what they were. 

Mr. Proutx. I do not have a list of them right here with me, sir. 

Mr. Moss. Can you get that information ? 

Mr. Provurx. I can get it for you; yes, sir. There were two 1950 
Chevrolets, I know that. That is all 1 can say. I do not know what 
the other three were. 

Mr. Moss. I would like, Mr. Chairman, to ask that we have the 
breakdown of the 17 vehicles, the make, year, and mileage. 

Mr. Cuuporr. I was just wondering whether the Bureau of Indian 
Affairs had a breakdown of the cost of repairing those 17 vehicles over 
the time that they were operated on the business of the Bureau of In- 
dian Affairs. I think it would be well to have that while you are 
getting the information. It would give us an idea as to the mainte- 
nance cost of vehicles over a period of 1 year to—I believe vou said 
1942? 

Mr. Provtx. 1942 was the oldest. 

Mr. Cuuporr. Which would be a period from 1 to 13 years, and it 
might help us in our determinations. Do you have that figure avail- 
able? First of all, do you keep records of cost of maintenance? 

Mr. Provutx. We keep a monthly report similar to the one explained 
by Peterson, Howell & Heather when they were on the stand. It is 
an accumulation of running costs. It goes into compiling and making 
the annual motor vehicle report that is required by the General Serv- 
ices Administration. 

Mr. Jonas. Excuse me. I believe we can hear better without that 
microphone. There are not too many people in this room, and we 
are not trying to be heard at the back. I cannot understand that he 
is Sa ‘ing; and I am right here by it. 

r. CouporFr. I think you will hear less if he takes the microphone 
away, but let’s try it. Just swing it around for a couple of questions 
and answers, and see what happens. 

Mr. Provrx. All right. I can talk louder, if you want. 

Mr. Cuuporr. Well, the acoustics in this room are very poor, and 
unless you are facing the person you are talking to directly, it is pretty 
hard to hear, and the sound goes off. Instead of going off this way, 
it goes off in back of you anid everywhere else. Let’s see how it goes 





without a microphone. Maybe it will be better. 

Mr. Provix. Fine. 

Mr. Moss. Mr. Chairman, I think the importance on this point 
would be the request of the Bureau from the field for replacement 
of vehicles within the last few years. 

Mr: Prowix. The requests from the field to us for replacement—— 

Mr. Moss. And on through the process, of course. 
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Mr. Prouux. Well, those requests fail to materialize and reach the 
central office because they are discouraged long before they get to that 
point. 

Mr. Moss. You have a 6-year policy of replacement, have you, at the 
present time ? 

Mr. Proutx. The General Services Administration regulations gov- 
erning replacement vehicles does provide for 6 years, 60,000 miles. 

Mr. Moss. You mentioned 12-year-old vehicles ? 

Mr. Provutx. That is right, sir. 

Mr. Moss. It is an area where they get hard driving? 

Mr. Prouxtx. That is right, sir. 

Mr. Moss. I would be interested in the nature of requests for re- 
placement of some of the older vehicles. 

Mr. Prouux. The request initiates with a budget request. The ve- 
hicles that are finally allowed in the Appropriations Act do not bear 
any resemblance to the initial request, and therefore our planned 
replacement schedule is not permissible. 

We cannot, under the present setup, replace the vehicles that are 
over 6 years old or have more than 60,000 miles. For an example, in 
our last annual motor vehicle report, as of June 30, 1954, we had in 
the Bureau 378 vehicles, passenger cars, in excess of 60,000 miles. In 
excess of 6 years, we had about 450. 

Mr. Moss. How many vehicles do you have all together? 

Mr. PRrouutx. We had 1,274 passenger cars on hand as of June 30. 
The Department of the Interior’s limitation on passenger vehicles was 
somewhat in excess of 200. The Bureau of Indian Affairs was allo- 
cated 50. Our replacement schedule was pretty well shot. 

Mr. Moss. What specific recommendations are made in using exam- 
ples such as the one at Cherokee, where, by replacing 17 cars with 5, 
you would be able todo a job? It is better than a 3-to-1 ratio of auto- 
mobiles, as compared to the needs of the agency if they had proper 
equipment. 

Mr. Prov.x. I do not know if I understand your question, sir. 

Mr. Moss. Well, you had 17 automobiles down there? 

Mr. Provuxx. That is right. 

Mr. Moss. You made a determination that with 5 efficiently operat- 
ing vehicles you could take over the job performed by the 17 ? 

r. Proutx. That is right, sir. 

Mr. Moss. You had better than a 3-to-1 ratio—— 

Mr. Provtx. That is right, sir. 

Mr. Moss (continuing). Of automobiles in inventory. Is that cus- 
tomas, over the entire operation of the Bureau, or is it an exceptional 
case ? 

Mr. Provtx. I think that 3-to-1 ratio is quite exceptional. I believe 
that we can reduce this 1,247 by having efficiently operating vehicles. 
But I do not think we will approach that 3-to-1. 

Mr. Cxuuporr. How many employees do you have there over at 
Cherokee? 

Mr. Prov.x. I am not in a position to answer. I do not know. 

Mr. Cuuporr. More than 200? 

Mr. Provutx. I do not know. 

Mr. Cuuporr. It seems to me that you have enough automobiles for 


every employee. 
Mr. Provutx. I would not even hazard a guess. 
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Mr. Cuvuporr. Does everybody have a car who works for the Bureau 
of Indian Affairs over there ? 

Mr. Proutx. No. 

Mr. Cuvuporr. It seems like an awful lot of automobiles, passenger 
automobiles. 

Mr. Provutx. At Cherokee, you are talking about, sir? 

Mr. Cuuporr. Cherokee. 

Mr. Proutx. Well, there were 17 of them there. I cannot tell you 
how many personnel. were involved. 

Mr. Moss. In arriving at the figure of five, what did you base 
that on? 

Mr. Proutx. We base that on a pooling operation, and having each 
car run approximately 1,000 miles a month. And, with 5 cars in a pool 
being able to run a thousand miles a month, it would satisfy the 
number of miles it was necessary to travel in previous years to conduct 
the program affairs of the Bureau, with 1 exception. 

There is an outlying school some 55 miles away and at that place 
the individual was going to use his own car on a mileage basis. He 
did not have enough travel to warrant putting a car out there for his 
exclusive use. He had one 1942 model, I believe it was, at the time 
we were there, but the amount of travel did not warrant putting a 
good, dependable car out there. He needed a car to haul sick children 
into the hospital, or an emergency such as that, but no full-time need 
for a car. 

Mr. Lanican. On this reduction, then, of 17 cars to 5, that was 
accomplished not only by substituting new cars for the old ones but 
by pooling the use of the cars. Is that correct ? 

Mr. Provtx. The two of them were combined; yes, sir. But the 

major contributing factor to the reduction was more efficient operating 
or dependable cars available. 

Mr. Cuuporr. When you went there and made your study how 
many of the 17 cars were laid up and not in operating order? 

Mr. Provurx. I would only have to guess because I do not know 
exactly right now. 

Mr. Cuuporr. Then you have records which show the length of time 
for which each car had been laid up over the past 12 years! 

Mr. Provutx. No; our records will not show that. 

Mr. Cruporr. Well, how do you decide that new cars would do 
better than the old ones? 

Mr. Provuix. Based on the current year’s maintenance and repair 
costs and the frequency of breakdowns. 

Mr. Cuuporr. Well, you had a record for the current years? 

Mr. Provtx. It is kept for a year; yes, sir. | 

Mr. Cuuporr. What happens over the years? 


Mr. Provutx. They are just tally sheets that go into a gross total,’ 


Then we destroy the tally sheets. 
Mr. Cuvporr. So you have no record that ean be traced to each car? 
Mr. Provtx. Just on total dollar value—dollar amounts—spent on 
the car. I think we could come up with that, but there is no number 
of days that the car would be in the shop. 
Mr. Cuvporr. I think one of the figures you asked for, then, would 
be the dollar value of the repairs on “each car for the past 12 years? 
Mr. Moss. That is right. 
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Mr. Lanican. Well, after you came back with the recommendation 
that new cars, or cars in good operating order, may be substituted 
for the old ones, how was the decision arrived at that you secure these 
cars with a lease rather than through purchase ? 

Mr. Provutx. Well, we had several discussions among ourselves, 
and we decided that in order to keep efficiently operating cars there, 
we would have to keep cars of a newer model at hand all the time. 

We knew that leasing companies had newer cars. We did not know 
their prices, so we just went into the field looking at their prices to 
determine what they had to offer in the way of solving the transporta- 
tion problem. 

Mr. Cuuporr. I understand now that you concluded that the cars 
that you had were not operating efficiently, and you were going to look 
into the question of leasing. Now, what facts led you to that con- 
clusion? Were the cars laid up for a period of time; did you find 
when you needed automobiles they would not operate, were in the 
shop, falling apart? There must have been some set of facts that 
led you to the conclusion that the models on hand were not efficient 
for the operation of the Bureau, and we are interested in facts, not 
in conclusions. 

Mr. Prouix. Well, those facts are at hand at Cherokee, on a total 
dollar value. We could come up with those. Those are facts that 
entered into our decision that the cars were too costly to maintain. 

Mr. Cuuporr. And you have those figures which you will supply 
to us at a later date? 

Mr. Provux. Yes, sir. 

Mr. Moss. Mr. Chairman? You said “we” had discussions and con- 
ferences. By “we,” who had the discussions that led to the decision 
to try for a leasing arrangement? I have been trying to find out 
exactly who made the decision to lease. 

Mr. Proux. Well, the discussions were held by Mr. Langan in our 
Bureau and Mr. Murphy. I was in on them 

Mr. Cuuporr. Will you, when you name these gentlemen, give us 
their official title, or their duties in the Bureau? What was Mr. 
Langan’s title? 

Mr. Proutx. Mr. Langan is an assistant to the Commissioner. 

Mr. Cuuporr. And Mr. Murphy ? 

Mr. Provutx. Is field representative. 

Mr. Cuuporr. Mr. Langan would, therefore, be in the Washington 
office; is that right? 

Mr. Proutx. Yes, sir. 

Mr. Laniean. Those two gentlemen, were they brought in by Com- 
missioner Emmons when he took his present position ¢ > 

Mr. Provutx. I do not know that I am in a position to answer that. 
They came in after Mr. Emmons was commissioned. Now, whether 
he brought them in, or how they came into the Bureau, I do not know. 

Mr. Lanigan. Could you tell us who else was in on these discussions ? 

Mr. ‘Proutx. The three of us primarily. I don’t know that we had 
any detailed discussions with Mr. Greenwood on it. I know that he 
was aware of it. 

Mr. Curuporr. Who is Mr. Greenwood ? 

Mr. Proutx. He is the Assistant Commissioner. I know he was 
aware of the fact that we were hashing over this problem that we had. 
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It was finally presented to the Commissioner, and the Commissioner 
sanctioned our proceeding with the study and the feasibility of 
these-—— 

Mr. Cuuvorr. You were here when Mr. Emmons testified, volun- 
tarily came forth ? 

Mr. Provrx. Yes, sir. 

Mr. Cuuporr. You heard him testify. He said he did not know 
anything about this, and that his staff had worked up the entire idea, 
and that the first time he learned anything about leasing motor ve- 
hicles was when he read about it in the newspapers? 

Mr. Provrx. I do not recall the Commissioner’s testimony being 
just to that effect. 

Mr. Cuuporr. I remember right before he left the witness stand 
I said to him: “You did not know anything about this?” And he said, 
“No.” I said, “You did not have anything to do with this leasing?” 
And he said, “No.” And I said: “The only thing you knew about the 
leases was what you read in the papers after we started our investiga- 
tion?” And he said: “That is right.” 

Mr. Provutx. If I heard Mr. Emmons’ testimony right, he did make 
that statement. But I believe that statement had reference to the 
actual consummation of the lease. I thought at this point we were 
discussing the feasibility and the still further study into the leasing. 

Mr. Cuuporr. And Mr. Emmons did know something about the 
leasing of these motor vehicles because he had had a conference with 
various staff members in the Bureau of Indian Affairs? 

Mr. Proutx. He was appraised of our findings at Cherokee, and of 
our final decision within the group, that we would like his permission 
to go into the commercial field and still study further the feasibility 
of leasing. 

Mr. Cuuporr. But when you entered into the final arrangement and 
set forth the terms of the lease with the company that you leased the 
vehicles from, Mr. Emmons did not know anything about that or the 
provisions in the lease, or about the signing of it? 

Mr. Proutx. That is correct, sir. 

Mr. Cuuporr. In other words, you did not get his permission; you 
did not get his O. K.; you did not tell him anything about it? 

Mr. Moss. Mr. Chairman, I would like to know 

Mr. Cuuporr. I would like to have him answer that question, first, 
Mr. Moss, and then you can ask your question. 

Mr. Provtx. I do not know, personally, whether Mr. Emmons ever 
was told any more about the lease until after it was consummated. 
Personally, I had nothing to say to Mr. Emmons about it, or I told 
him nothing about it. I am not 100-percent prepared on this, but I 
think that after Mr. Emmons gave his consent to study still further 
the feasibility of leasing, he went on an extended field trip and at the 
time the lease was actually consummated Mr. Greenwood was the 
Acting Commissioner. 

Mr. Cuuporr. Well, you have been with the Bureau of ‘Indian 
Affairs some time. I believe you said since 1947 ? 

Mr. Proutx. With the Bureau of Indian Affairs; yes, sir. 

Mr. Cuuporr. What are the duties of the Chief of the Bureau of 
Indian Affairs other than going on field trips? 

Mr. Provix. He has numerous duties in the conduct of all the pro- 
grams for which the Bureau is charged with operating. 
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Mr. Cuuporr. And if the Bureau entered into a lease for the opera- 
tional leasing of motor vehicles by the Bureau, one of his duties would 
be to know about that; wouldn’t it? 

Mr. Proutx. The Acting Commissioner at that time knew about it. 
Yes, sir. 

Mr. Cuuporr. As a matter of fact, under the Federal Properties 
Act, he is under a duty and responsibility of knowing that; isn’t he? 

Mr. Prouux. I am not ina position to answer that one. 

Mr. Cuuporr. All right, Mr. Moss. 

Mr. Moss. Well, now, you had these conferences. Did you submit 
a formal recommendation, recommending that the lease arrangement 
be sought by the Bureau as a means of solvi ing its vehicle problems in 
the Cherokee, and those areas ? 

Mr. Provutx. No, sir. 

Mr. Moss. You made no such recommendation ? 

Mr. Proutx. Not a formal one; no. It was asa result of these dis- 
cussions; informal. 

Mr. Moss. Well, you came to a conclusion in your discussions ? 

Mr. Proutx. That is right. 

Mr. Moss. How was that then transmitted on? Did you prepare 
a’ memorandum on them, or did you just have a—by word of mouth 
—- 

Mr. Proutx. Just by word of mouth, sir. 

Mr. Moss. Well, then, after you decided that the lease idea should 
be explored, you say you contac ted some of the commercial companies 4 

Mr. Prou.x. Yes, sir. 

Mr. Moss. How did you contact them, and who contacted them? 

Mr. Proutx. I contacted by phone Hertz, National, and Avis. Mr. 
Murphy contacted a representative of the General Services Adminis- 
tration, and from that source was supplied with the name of Peterson, 
Howell & Heather. 

Mr. Moss. Now, in your contact with them, how did you request the 
information—merely ask them the price of rental, or did you ask them 
if they would be interested in discussing with the Bureau the special 
arrangement for the leasing of automobiles? Just what was the 
nature of the discussion ? 

Mr. Proutx. In my telephone conversation with each representa- 
tive of the three companies that I mentioned first, Hertz, National, 
and Avis, I explained to them just what we had in mind. We were in 
the market to get prices on the furnishing of—the leasing of 39 vehi- 
cles. I explained to them briefly what I had found at Cherokee that 
I have already reported here. 

I explained to them I did not expect to find that 100 percent true 
throughout the Bureau, but certainly that we could reduce the fleet 
by more efficient cars, and in general gave them a highlight of every- 
thing that we had proposed—were attempting. Then I asked them 
for their price on the furnishing of vehicles and if they had—well, 

I did not ask them all; I asked Hertz if they had any literature or 
any plan for a fleet operation. 

Mr. Moss. Did you ask them to submit any detailed proposals for 
dealing with the Government ? 

Mr. Provtx. No, I did not ask them to submit any detailed pro- 
posals. 
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Mr. Moss. Did you indicate you would contact them again if you 
were determined to go ahead and seek the lease ? 

Mr. Proutx. I asked them if the price that was quoted would be 
a final price based on the 39 vehicles, with the knowledge that it was 
for an experimental purpose, as far as the Bureau was concerned, 
to determine certain factors, and making no promise of any further 
increase, but pointing out that if it was successful, the Bureau did 
have 1,247 vehicles at the present time—— 

Mr. Moss. Do you recall the name of the gentleman with whom you 
discussed this at Hertz? 

Mr. Proutx. I have it here in my briefcase. I do not have it right 
on the tip of my tongue. 

Mr. Moss. I think that should be supplied to the committee. 

Mr. Proutx. Do you want it now; or as soon as I finish, I will give 
that to the committee. 

Mr. Cuuporr. It was Hertz, and who else, did you say? 

Mr. Proutx. National and Avis. 

Mr. Lanican. When you say you called them on the telephone, 
you mean you called somebody here in Washington ? 

Mr. Proutx. Yes, sir; the local representative. 

Mr. Lanican. Did you ask them to contact their head office and see 
if the head office would be interested in such a plan ? 

Mr. Provtx. No; I did not specifically ask that question. 

Mr. Lanigan. When you said you spoke to their local representa- 
tive, you mean the person who rents the cars to individuals coming to 
rent them from day to day? 

Mr. Prov tx. I believe he is the manager of their local office. 

Mr. Lanican. Did you ask them what arrangements they had with 
other Government agencies ? 

Mr. Provu.x. No; I did not, sir. 

Mr. Moss. After these discussions, why was it determined that 
Peterson, Howell & Heather could enjoy the privilege of a more com- 
plete discussion and an opportunity to do business with them? What 
was the nature of their conversation which would indicate any 

Mr. Provtx. I do not know the exact nature of the conversation that 
was had with Peterson, Howell & Heather. Mr. Murphy, based on 
the information supplied him by General Services Administration, 
called Peterson, Howell & Heather. I do not know whether he invited 
them over or whether they suggested that they come over, or how it 
was decided that they would come over, and sit down and talk to us. 
But, anyway, as a result of that phone call, a meeting with Mr. Howell 
developed in the Bureau of Indian Affairs. 

Mr. Moss. Who finally made the determination that you would 
negotiate exclusively with Peterson, Howell & Heather ? 

Mr. PRovutx. Weil, I guess I was basically responsible for the selec- 
tion of that company. 

Mr. Moss. Do you recall the basis on which your decision was made? 

Mr. Provutx. Well, it was made after at least three meetings with 
Peterson, Howell & Heather, or with Howell of Peterson, Howell & 
Heather. And, based on what they showed us that they had to offer, 
and analyzing what they had to offer, and the price for which they 
were charging for that—— 

Mr. Moss. They had two services to offer, did they not? 
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Mr. Provutx. Yes, sir. Yes, they had two services: a fleet man- 

aging——_ - 
eM. Moss. And was it the service that primarily interested you, or 
was it the terms of the lease primarily that interested you ? 

Mr. Provuix. The primary interest at this point was the financial 
arrangements and the total estimated dollar cost to the Government 
on a monthly basis for these cars. 

Mr. Moss. You did not, during the discussions with Peterson, 
Howell & Heather, seek further contact with other rental companies 
in an effort to secure the best possible deal for the Government ? 

Mr. Provtx. Well, I am, I think, a devoted servant of the Govern- 
ment. All of my actions are directed toward the benefit of the Gov- 
ernment, and I would never exclude a known source of supply that had 
something to offer that was better than that of somebody else, regard- 
less of who that was. 

Now, in this field of leasing, I was probably as green as the next 
man, or many men, anyway, but we relied to some extent on the 
honesty and integrity, in the case of Peterson, Howell & Heather, in 
the people we were dealing with, as well as in the case of Hertz. 

I was furnished the information by Hertz, in addition to the prices 

uoted, that the prices that they quoted would generally prevail 
throughout the country for the type of service that they were offering. 

When the same question was put to Mr. Howell, he stated that, to 
the best of his knowledge, he knew no other company in existence 
at that time that rented cars or offered vehicles on a basis similar to 
his, or any basis which would approximate or beat his price. 

Mr. Moss. That was his conclusion ? 

Mr. Provutx. That was his conclusion, sir, yes; and we accepted it 
on face value, based on the fact that he had in excess of 17,000 vehicles 
under his control, some of them leased and some of them under the 
fleet-management program. 

Mr. Moss. You are a purchasing agent for the Bureau ? 

Mr. Proutx. Yes, sir. 

Mr. Moss. From your own experience, haven’t you determined that 
when you can stimulate a competitive situation that you usually come 
out with a better deal than when there is no competition ? 

Mr. Provurx. That is true generally, but I would not say that that 
is 100 percent true. 

Mr. Moss. It is the rare exception when it is not true? 

Mr. Provutx. Well, it all depends on what is meant by “rare”—how 
rare itis. I have seen some occasions—— 

Mr. Moss. Business, by its nature, is competitive ? 

Mr. Provutx. That is right; generally that is correct. Another 
thing on this, sir, we honestly, or at least I honestly, thought that 
I was complying with the requirement of 3709. If there has been some 
bad judgment, it is on my part, on my interpretation of 3709. I 
thought that by contacting 3 national renters, securing prices from 
them, and by determining Sain Mr. Howell that his company was not 
interested in bidding, they would supply the service if we would sign 
a contract which was identical to 160 other contracts that they have 
signed with clients of theirs—— 

Mr. Moss. Public agencies? 

Mr. Provtx. All private enterprises; no Government contracts. 
We were the first Government contract that that company had. 
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Mr. Moss. Well, now, in making that decision, you were dealing 
at the very top of the company a e4 you dealt with the Peterson, 
Howell & Heather organization ? 

Mr. Proutx. Yes, sir. 

Mr. Moss. You did not seek at any time to deal with the top of the 
other organizations ? 

Mr. Provuxx. No, sir. 

Mr. Moss. Again from your experience, haven’t you found that 
you can sometimes, where it is a pioneering field, get a better deal 
by going to the top than a man down below, who usually works within 
the narrow confines of established policy? Isn’t it true that some- 
times these companies are eal in new suggestions or new pro- 
posals which offer opportunity to them, and that if you deal with the 
top, you will get them to consider them a little more seriously than if 
you deal with someone in a subordinate capacity ? 

Mr. Prou.x. Well, that is obviously true. 

Mr. Moss. The established policy of the Peterson, Howell & Heather 
organization apparently was not to enter into bids, but ultimately they 
did submit a bid, 

Mr. Proutx. There is another thing that might be said here, Con- 
gressman. Now that I have gone into the contract with Peterson, 
Howell & Heather, and have learned a lot more about them, they 
have no local representative. They have no one to go to but to their 
one office, if you want to do business with them. You could only call 
the one place. That was not a factor at the time. I did not know 
that at the time, that they were only located in Baltimore and had no 
other place of contact. 

Mr. Moss. Did you determine in dealing with Hertz, for example, 
whether you were dealing with a franchised agent or whether you 
were dealing with the company itself? 

Mr. Proutx. No, I did not ask that specific question. Well, I know 
that I was not dealing with the main office of the company. But I 
did ask a question, about the price quoted, and got a verification that 
the price quoted by him would be the price that they would have to bid 
at that time. 

Mr. Moss. Under the then existing policy of the organization? 

Mr. Proutx. That is right. 

Mr. Moss. But in the case of Peterson, Howell & Heather, a new 
policy was formulated by them to take care of this new field of Gov- 
ernment leasing ? 

Mr. Proutx. What do you mean, sir, by new policy was formulated ? 

Mr. Moss. It is indicated in their chronological statement here that 
this lease agreement was entered into with a great deal of reluctance. 
They primarily were a management firm, but however they would 
agree to lease, and that they were willing to do business with the 
Government only out of the feeling of patriotism. It was not a field 
of any great interest to them. 

Mr. Proutx. In all of our dealings with them, I never came to the 
conclusion that they were changing any of their plans of actual opera- 
tion. They never did have a contract with the Government. They 
never sought a contract with the Government, and to the extent of 
entering into a contract with the Government, they changed a policy 
of the company. But, their actual plan of operation, to my know]l- 
edge, was not changed in any way to satisfy this contract. 
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Mr. Moss. Subsequently, it was when they departed from their 
established policy of not bidding? 

Mr. Proutx. On their last invitation ? 

Mr. Moss. Yes. 

Mr. Proutx. Yes, sir. 

Mr. Jonas. May I ask a question right there while you think of 
another one? 

Mr. Moss. Yes. 

Mr. Jonas. During all of your negotiations with the Baltimore 
firm—they extended over what period of time? 

Mr. Provu.x. From— 

Mr. Jonas. In days or weeks. 

Mr. Proutx. From August the 18th until the contract was signed, 
about the middle of September. 

Mr. Jonas. About a month ? 

Mr. Provuxx. That is right. 

Mr. Jonas. During all those negotiations, would you say now in 
retrospect that the representative of the Baltimore company under- 
took to put vou under any pressure to get you to consummate this deal, 
or was the attitude aggressive or indifferent ? 

Mr. Provutx. I would never say that the company was aggressive, 
nor were they trying to high-pressure us in any way, shape, or form. 
Their attitude was that they would do 

Mr. Jonas. You had something they wanted, and you presented it to 
them and they accepted the invitation to do business with you. Is 
that about the extent of it? 

Mr. Proutx. That is about the extent. And, to try to rephrase, or 
to phrase—not rephrase—a statement made by Mr. Howell after we 
explained our problems, he indicated that his company would work 
along with us to try to work out a plan which would, as he put it, 
probably ultimately benefit the whole Government. 

Mr. Cuvporr. Didn't he tell you in your conversation with him, or 
with Mr. Lalley, that they felt that they were skating on very thin 
ice and that they were afraid there might be a congressional investi- 
gation if they did business with you under vour terms, or the terms 
that you wanted them to do business with you? 

Mr. Provix. I cannot ever recall any statement such as that being 
made by any member of the Peterson, Howell & Heather firm to me 
or in my presence. 

Mr. Cuuporr. All right. It was under your authority that this 
lease was entered into with the Baltimore concern. Isn’t that correct ? 

Mr. Provutx. Let me try to find out just what you mean by “under 
my authority.” 

Mr. Cuvuporr. You were the one who made the final decision as to 
whether or not the lease would be entered into ? 

Mr. Provtx. That is right, sir. 

Mr. Cuuporr. Did you sign the lease? 

Mr. Provutx. No, sir. 

Mr. Cuuporr. Who signed the lease ? 

Mr. Provuutx. W. Barton Greenwood, Acting Commissioner. 

Mr. Cuuporr. He was Acting Commissioner because Mr. Emmons 
was on a field trip; is that right ? 

Mr. Provutx. Yes, sir. 
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Mr. Cuuporr. If Mr. Emmons had been in the office, he would have 
signed the lease ? 

Mr. Provurx. I do not know. 

Mr. Cuvuporr. Now, this lease was a legal document, and the first 
time that the Bureau had ever entered into an agreement such as this. 
Did you take the lease in to one of the solicitors for the Interior 
Department and have him go over it and discuss it with him as to the 
question of whether it complied with the acts of Congress and the 
laws of the Government of the United States? 

Mr. Provtx. It was never formally submitted to them for a legal 
opinion or review. 

Mr. Cuuporr. Well, is it the practice of the Bureau of Indian A ffairs 
to enter into contracts of this type, especially a new type of contract, 
without consulting the legal officers of the Department of the Interior ¢ 

Mr. Proux. The legal officers of the Department of the Interior 
are not generally consulted when we are dealing with strictly a supply 
contract. 

Mr. Cuuporr. Were you aware of the Federal Properties Act which 
provided, if you entered into a program such as the one which you 
were entering into, that it would have to be with the approval of 
the head of the Bureau and, further, that a report would have to be 
made to Congress every 6 months concerning the experiment? 

Mr. Provuxtx. Yes, we are aware of that, sir. 

Mr. Cuuporr. But you ignored that Federal Properties Act? 

Mr. Proutx. We had no delegation of authority to operate under 
that, sir. We did not ask for one. We did not think that it was 
necessary. We thought that the exceptions as provided in Revised 
Statute 3709 provided ample authority for the Bureau to negotiate 
this lease. 

Mr. Cuvuporr. You are not a lawyer, are you, Mr. Proulx? 

Mr. Provutx. No, I am not, sir. 

Mr. Cuuporr. And isn’t it true that under the regulations and 
the policies of the Government, where a legal interpretation has 
to be made of a Federal act, that it is referred to counsel ? 

_ Mr. Provxx. It probably should be, but I do not know that it always 
is. 

Mr. Cuuporr. And if this problem had been referred to the Secre- 
tary of Interior’s Solicitor, we probably would not be here today. 
Isn’t that true? 

Mr. Proutx. Well, to answer that question would be presupposing 
a legal opinion. I might say this, and I do not want to make it as 
offering an excuse for anything that I have done, but immediately 
after the lease agreement was signed, the Solicitor’s office did have 
the complete lease in its hands. They reviewed the thing, not to 
criticize the Bureau or to render an opinion for the Bureau—they, 
too, were confronted with a problem of supplying cars to their 
field attorneys—and they thought that this was an approach that 
they might take. And, for that reason, they did have the lease in their 
hands. They reviewed the lease. 

Mr. Cuuporr. That was after it was executed; that was not before 
it was executed. Isn’t that right? It was signed by the Bureau and 
signed by the Baltimore firm, and then it got into the Solicitor’s 
hands? 
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Mr. Provutx. At that time, I believe it was; right. It was awfully 
close in there. 

Mr. Cuuporr. Isn’t it the usual procedure that lawyers look at the 
contract before it is signed ? 

Mr. Proutx. As I said, we have not been following the practice of 
routing through the lawyers every supply contract. Construction- 
type contracts and so-called Johnson-O’Malley contracts that we have 
for education, and so on, those get routed through. But supply con- 
tracts, unless there is something really unusual 

Mr. Cuuporr. Wasn’t this unusual? This is the first time that the 
Bureau of Indian Affairs in the history of the Nation was leasing 
motor vehicles. 

Mr. Provutx. It certainly has developed to be unusual, but at the 
time that I was entering into all of these negotiations, I did not 
consider it unusual. 

Mr. Jonas. You did not have a policy of submitting contracts for the 
purchase of automobiles to counsel or to the legal department or any 
other contracts for the purchase of supplies? 

Mr. Provutx. No, sir. 

Mr. Jonas. You just did not think that would be necessary in a 
contract of this nature which merely contemplated the leasing of motor 
vehicles ? 

Mr. Provutx. That is right, sir. 

Mr. Jonas. Instead of purchasing ? 

Mr. Provu.x. That is right, sir. 

Mr. Jonas. If you had been purchasing 39 automobiles, you would 
have not felt called upon to take it to the Legal Department? 

Mr. Provutx. That is right. 

Mr. Jonas. And you did not think there was any distinction ? 

Mr. Moss. You would have sought bids on that basis, wouldn’t 

ou? 
, Mr. Jonas. He has testified that he thought he was complying with 
the requirement when he contacted the other people. I was just ask- 
ing him whether it was the policy of the Bureau to ask legal review of 
contracts to purchase. 

Mr. Moss. Mr. Chairman? 

Mr. Cuuporr. Yes. 

Mr. Moss. Didn’t Peterson, Howell & Heather raise the question 
as to their doubt of the authority of the Bureau to enter into the 
lease, and as the result of some of their reservations, at least their 
attitudes toward the lease, you had an informal agreement limiting 
the number of automobiles which would be available to 50 at the in- 
stance of Mutual Life? 

Mr. Proutx. The Mutual Life Insurance Co. raised some questions 
about the legality of the lease, but not one of the questions was di- 
rected at the manner in which we entered into the lease. The questions 
raised by Mutual Life Insurance Co., and forwarded to us through 
Peterson, Howell & Heather, dealt with financial arrangements and 
appropriations. They requested our opinion on the possibility of obli- 
gating future appropriations, or, in a sense, trying to guarantee appro- 
priations beyond a fiscal year. 

We did not need any lawyer’s opinion to tell them we cannot do 
that. They asked us to earmark by individual cars an amount of 
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money at the beginning of the year to be set aside in a special pot 
for that. 

Mr. Moss. Mr. Proulx, the testimony—— 

Mr. Jonas. I would like for the witness to be permitted to answer 
the question. 

Mr. Moss. He is responding to my question, and I am satisfied at 
that point. I was trying to clarify—— 

Mr. Jonas. I think he ought to be permitted to answer. 

Mr. Moss. He has departed from the question I asked, that is, 
whether or not Peterson, Howell & Heather raised objections 

Mr. Jonas. I do not think he has departed. 

Mr. Moss. Mr. Jonas, I think, really, that is a matter which I have 
a right to determine when I am directing a question. 

Mr. Cuvoorr. I think, Mr. Jonas—— 

Mr. Moss. I would like to point out that Mr. Peterson in his chron- 
ological statement says here 

Mr. Jonas. Mr. Chairman, I think we ought to decide this before 

Mr. Cuvuporr. I want to make a ruling before we get into a hassle. 
I want to say this to you, Mr. Jonas, that I think we have given all 
members of the committee pretty good leeway in interrupting a witness 
in the middle of the answer. I have done it myself, and I think that 
if the answer is cut off, and you feel that it is cut off, I will yield to 
you to ask a question requesting the witness to finish the answer, so 
that he is not deprived of any rights or any answer that he might like 
to make. 

Mr. Jonas. I think he ought to get to the end of the sentence, at 
least. 

Mr. Moss. He is making a statement. It goes on beyond what I am 
inquiring into. I asked him about the objection raised by Peterson, 
Howell & Heather. Mr. Peterson, in his chronological statement 
under item 4, Friday, September 24, 1954, forwarded the suggested 
changes to Mr. Proulx with the following request : 

Will you also obtain a Government attorney’s opinion covering the authority 
of the Bureau of Indian Affairs to enter into this lease and the validity of its 
execution on their behalf? We will not hold up the agreement waiting for this 
letter, as I know it will be a matter of months, but Mutual Life would like such 
a letter in their files. 

They did, did they not, raise a question as to the authority of the 
Bureau to enter into this specific lease ? 

Mr. Prov.x. No; they did not raise a question specifically as to the 
authority covering the manner in which the Bureau entered into the 
lease. The questions that they raised, while they did ask for a legal 
opinion, it was decided that the questions were not of a legal nature 
but of an administrative nature. 

Mr. Moss. Did Mr, Peterson send you a letter with this quotation: 

Will you also obtain a Government attorney’s opinion covering the authority 
of the Bureau of Indian Affairs to enter into this lease and the validity of its 
execution on their behalf? 

Mr. Provtx. Yes, he did. 

Mr. Moss. Did you seek such an opinion ? 

Mr. Proutx. No, sir. 

Mr. Cxuporr. ee Mr. Jonas. 

Mr. Jonas. I just thought the comment he was making about the ob- 
jections that were raised by the insurance company, or by the leasing 
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company, at least, would be pertinent, and I thought that he ought 
to be permitted to complete his statement. 

Mr. Cuuporr. I most certainly agree with you, that any witness 
who has any statement to complete, we will certainly let him complete 
it. We are not going to cut him off; we are not going to gag him; 
we are going to give him every possible right and priv ilege i in front 
of this committee. 

Mr. Moss. Mr. Chairman, the reason I cut the gentleman off is be- 
FT of the fact that I had this statement directly in front of me. 

I did not want him to get so far out on a limb without having his 
memory jogged as to this particular statement in a letter from Mr. 
Peterson. 

Mr. Cuuporr. Mr. Moss, I have been a member of the bar for 22 

years, and I have tried many cases. Sometimes I wonder how stenog- 

—— and reporters can possibly get down what is said, with every- 
body talking at once, to counsel, the witness, and the judge. Cutting 
off is not an unusual thing, and I think it happens every day in the 
week in front of every congressional committee. 

However, there goes a quorum call. 

Off the record. 

( Discussion off the record.) 

Mr. Cucporr. The subcommittee will stand adjourned. 

(Whereupon, at 12:20 p. m., the subcommittee adjourned.) 








CONTRACTS FOR RENTAL OF AUTOMOBILES BY 
BUREAU OF INDIAN AFFAIRS 


TUESDAY, JULY 12, 1955 


House or REPRESENTATIVES, 
SUBCOMMITTEE ON PuBLic Works AND REsOURCES 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D. C. 


The subcommittee met, pursuant to recess, at 10:10 a. m., in room 
1501, New House Office Building, Representative Earl Chudoff 
(chairman of the subcomittee) presiding. 

Present: Representatives Chudoff (presiding), Moss, and Knox. 

Also present: James A. Lanigan, committee counsel, and John 
B. O’Brien, Jr., staff investigator. 

Mr. Cuuporr. The subcommittee will be in order. 

The first witness is Mr. Donald J. Proulx, Chief, Property Branch, 
Bureau of Indian Affairs, who will continue his testimony. 


FURTHER TESTIMONY OF DONALD J. PROULX, CHIEF, BRANCH 
PROPERTY SUPPLY, BUREAU OF INDIAN AFFAIRS, DEPART- 
MENT OF THE INTERIOR 


Mr. Cuuporr. Mr. Lanigan, will you start the questioning, please? 

Mr, LanieaNn. Could you tell us what these cars that were delivered 
in Albuquerque cost the Bureau of Indian Affairs, the basic price, 
not including transportation ? 

Mr. Provutx. I believe I can sir. I have a Chevrolet 4-door sedan 
that cost $1,655 plus $100, $1,750, not including transportation or local 
tags and taxes. 

Mr. Lanitean. And what were the local tags and taxes ? 

Mr. Provutx. $53.82. 

Mr. Lanican. Now, what is the limitation when you purchase cars 
on the price that you can pay for them? 

Mr. Proutx. Government purchase? 

Mr. Lanican. Yes. 

Mr. Provuux. $1,400. 

Mr. Laniean. And what is the average amount that the Bureau of 
Indian Affairs had paid for cars during the year preceeding this 
transaction ¢ 

Mr. Provuiax. In the upper 1300’s. In February we checked—the 
General Services Administration had opened a bid, some of the 
awards went to Plymouth, and they were $1,395. 

Mr. Lanican. When you entered into this lease you had no reason 
to believe that you couldn’t buy cars within the $1,400 limitation; 
did you? 

Mr. Provtx. No. 
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Mr. Lanican. So the original cost was around $300 more than the 
most that it would cost you, and in addition you paid $53.82 in taxes ; 
is that correct ? 

Mr. Provutx. The net dollar amount is, approximately $300 more 
for that particular car. However, it is an 8-cylinder versus a 6-cylin- 
der, as we mentioned before, So there would be some difference. 

Mr. Lanican. I think we have testimony that that runs around $50 
more for the 8-cylinder motor. 

Mr. Prouix. About $100. I am not sure. 

Mr. Lanican. And in addition to that, did you realize that you 
were paying interest on the money used in purchasing these cars at 
around 4.8 to 5 percent ? 

Mr. Provix. Yes; we knew that was included in the amount of 
rental that we were paying for the cars. 

Mr. Lanigan. What was your justification for paying these extra 
amounts through renting cars rather than purchasing them ? 

Mr. Proutx. We didn’t look at the extra amounts as $1.700 versus 
$1,400, and the interest that we would be paying on unpaid balance. 
We looked at the cost per month of the vehicle that we were using. 
It figured out to be in the neighborhood of $50 a month, or somewhat 
less than that; $48 or $49, I think, is the rate that we were paying on 
anaverage. We took that plus the cost of maintenance and operation 
and determined it on that basis, not the facts that this car cost $300 
initially more than the Government-owned car, or that there was in- 
terest in the monthly figure, or that there was even a service charge 
that they were getting for what they were rendering. We were look- 
ing for the amount of money we were paying out. 

Mr. Moss. May I ask a question? What figures did you have to 
weight this cost against? Did you say you were looking at the amount 
you had to pay out? I assume you thought that there was an ad- 
vantage in a new car as opposed to the old cars in your fleet at Albu- 
querque. But how did you know that you were going to pay less 
under this arrangement than you would be paying under the then 
existing arrangement, the Federal ownership? What figures did 
you have to show that it would be a lesser figure ? 

Mr. Procuix. We used operation figures and not the initial cost of 
the piece of equipment. We had figures which we knew were not all- 
inclusive. 

Mr. Moss. Did you try to build those up from the point of taking 
2 new Government-owned vehicle and taking a new leased vehicle and 
arriving at a monthly average, or did you take your old equipment and 
figure the operating costs on 1 that, with the maintenance cost, and then 
allocate some ar bitrary sum for the investment, or just what? 

Mr. Prounx. We didn’t take a new Government car and compare 
it against a new leased vehicle, because the Government can operate a 
Government-owned vehicle, a new Government-owned vehicle as 
cheaply as we can operate a new leased vehicle. 

Mr. Moss. Can they also operate it more cheaply ? 

Mr. Provutx. The only saving that I know—to answer your ques- 
tion; yes. And I will explain how I think it can be done, after going 
through this testing here. It won’t cost any less to run a new Govern- 
ment-owned vehicle than it does a leased vehicle, or any less to main- 
tain it, but in the initial purchase price I think we can get a Govern- 
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ment car delivered at Albuquerque for actually $300 less than what 
we have delivered. 

But taking a 6-cylinder vehicle that we could have ordered from 
Peterson, Howell & Heather, I believe it would be in the nature of 
$150 per "vehicle less that the Government could get a Government- 
owned car delivered to Albuquerque. And that would be your savings 
on the whole thing. 

Mr. Moss. Your cost of delivery in Albuquerque would be about 
$150? 

Mr. Provux. That is right. 

Mr. Moss. That is whether you have a Government-owned car 0 
leased car ? 

Mr. Provix. That is right. 

Mr. Moss. You say you can’t operate them any more cheaply. I am 
going to challenge th: at statement. because I think you can. You are 
still paying about $300 more for the automobile. Taking 2 fleets of 
automobiles, 1 under Government ownership and 1 under a lease, how, 
over a 2-year period, are you going to recover that $500 cost difference 4 
That becomes part of the operation. How do you do it? 

Mr. Proutx. I think we are both at the same point. I am trying to 
say it a little differently. The operation and maintenance, the gas, oil, 
and all that, won't cost us any less to run the Government cars. 

Mr. Moss. If it is a six-cylinder it will cost you less? Maybe it will 
be a very small differential. but there will be less operation cost. 

Mr. Provtx. I think there was testimony to the fact that it is neg- 
ligible. 

Mr. Moss. Well, it does exist, therefore, it is measurable, so there 
is a difference, and it is a lesser difference. Just talk to a few of these 
cab drivers, as I have been doing since these hearings began. Some of 
them have the eights and the Big Three cars, and some have the sixes, 
but most have the sixes, because they will tell you it costs them too 
much to operate the eights. You try it yourself. They have to watch 
that, because they have a very close margin of profit. 

Mr. Provix. I think there are probably other factors involved. 
These cabs keep on paved roads here. 

Mr. Moss. They still eat gasoline. 

Mr. Provutx. Yes; but the maintenance on them is far less, and they 
don’t need the power. But when you take them off the paved highway 
on the rough terrain we have—our mechanics have made statements 
to me that the cars were underpowered for the terrain that they must 
traverse, and that is a part of the reason for high maintenance. I 
have to take their word for that. They are supposed to be experts in 
the mechanical field. 

Mr. Cuuporr. Then maybe if the terrain is so bad out there in New 
Mexico you ought to have jeeps instead of cars. They take a lacing, 
and they have plenty of power. They are not very comfortable, but 
nevertheless they would get you there and bring you back and get you 
over that terrain, and would last longer. 

Mr. Prou.x. We tried those jeeps, but there was something wrong 
there—I don’t know whether it has been correc ted. We haven’t gone 
back to trying them the second time. We bought 35 of them for use 
down in the rough terrain of the Navaho, and there was something 
about the combustion in the engine. It sucked in the sand, and they 
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had to put new rings—well, they had to put new motors in after less 
than 20,000 miles, and that got pretty expensive. I don’t know 
whether they have corrected that or not. 

Mr. Moss. On the question of power, I don’t think that you, with the 
rough terrain that you have in New Mexico, can use all the power that 
can be produced by a six-cylinder motor, whether a Ford, Chevrolet, 
or Plymouth. They are used consistently by some pretty big con- 
tractors in construction work and, they use the six. I know very few 
of them that have gone to the eights. We have much the same terrain 
in many sections of my State, just as rough, going into areas just as 
remote. And I think you will find consistently that a six is still used, 
and that it has been used for many years, and there have been very 
few failures because of the lack of power. 

What efforts were made to determine whether the power of the eight 
was needed, just an offhand opinion, or were efforts made ? 

Mr. Prou.x. There were no efforts made. Our prime reason for 
obtaining the eights was the fact that they were recommended by the 
Peterson, Howell & Heather Co. as being less costly in the long run 
due to the higher resale value of the middle-line car over the standard 
car. 

Mr. Moss. That was predicated upon retaining the car for a period 
of about 2 years ? 

Mr. Provutx. That is right—or, I think their policy was, we hadn’t 
decided just how we were going to operate; we were going to deter- 
mine that by experience. But they, I believe, had a recommended 
replacement on an annual basis for cars operating in excess of 2,000 
miles a month, and at 2 years for anything operated less than 2,000 
miles a month. And based on that type of operation their experience 
with 17,000 vehicles pointed out to them—and we accepted that— 
that the middle line of 8-cylinder cars was the cheapest in the long 
run. 

Mr. Moss. Well, about the only real attraction to their offer was 
the fact that you would be able to have new automobiles as a matter 
of policy rather than the older automobiles the present Government 
policy requires? 

Mr. Provurix. Well, the major attraction was the fact that with the 
newer automobiles we would have far less maintenance costs. I would 
like to give a little example of what I mean by higher maintenance 
cost. 

During this 3 months—well, we ran the cars for 4 months—but 
during 3 of the 4 months, the first 3 months from January 1 to March 
31, 1955, it cost us, to run 32 controlled Government cars, 4.52 cents 
per mile. These 32 Government-owned cars we selected in the area 
of Albuquerque as being representative of the Government fleet. Dur- 
ing the same period, to operate 34 leased cars, it cost us 2.74 cents per 
mile. 

During that period the leased cars were run 142,000 miles and the 
Government-owned cars were run 101,800 miles. That cost difference 
on a mileage basis amounts up, when last year, on our annual motor 
vehicle report, we showed that the automobiles operated by the Bu- 
reau of Indian Affairs ran 12,500,000 miles. Now, with a cent and 
three-tenths for every one of those miles, there was quite a saving 
indicated through the operation of newer vehicles. 
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Mr. Moss. But not because they were leased vehicles. 

Mr. Provutx. No. 

Mr. Moss. Because of the fact that they were newer ones. 

Mr. Provutx. That is right. If we had had new Government- 
owned cars, we would have been able to effect the same savings. 

Mr. Cuuporr. Probably more; you wouldn’t have had to pay the 
service charges, tags, and so forth. 

Mr. Provutx. They didn’t include tags. It was tires, batteries, gas- 
oline, repairs. 

Mr. Cuuvorr. But on the overall expense you would have saved 
more money, the administrative expenses of leasing automobiles over 
the administrative expenses of hiring? 

Mr. Provutx. That is right. 

Mr. Moss. Under the bid that was finally thrown out as being too 
restrictive, by the ruling of the General Accounting Office, had you 
received used vehicles, then the cost of operating those vehicles, even 
though they had been new cars, 1955 models, would have increased in 
that second year, because many of them would have 15,000 miles on 
them and would need tire replacements and so forth? 

Mr. Provuux. We advertised for vehicles with less than 15,000 miles 
on them. 

Mr. Moss. Of course, fifteen or twenty thousand miles; then you 
would start having tire replacements, and a battery now and then, 
and a few things of that type, which would drive your costs up on a 
mileage basis. 

Mr. Proutx. We were only going to lease these cars on an annual 
basis. 

Mr. Moss. That still avoids the question. I was rather intrigued 
with a provision of that request for bids which would have permitted 
used 1955 models with a mileage of 15,000 or less, and I was wondering 
why 15,000 was used, because, normally, that is a point where you 
start putting new tires on them, and batteries, and minor repairs, 

articularly in a country with rough terrain, all to be assumed by the 
xovernment under the terms of the lease. 

Mr. Proutx. We used that figure because we figured —— 

Mr. Moss. Many of the cars that you had been using had mileage 
up near that point. 

Mr. Provutx. No, sir, not exclusively. It certainly would look that 
way since we have some leased cars with mileage on them, but most of 
them would be far under the 15,000, I believe—I am not sure, but I 
think they would be. There are some that would be over that. How- 
ever, it was our thinking that with the average monthly mileage 
that we were putting on these cars for a year’s time, added to 15,000 
miles, it would not take them above what the statistics of Peterson, 
Howell & Heather showed would be economical or efficient operation. 

Their 2.4 cents per mila'that they have been using, and a most re- 
cent one published in a newsletter—they have said it is now 2.5, due to 
the State increasing the taxes on gasoline, and that includes cars that 
had as high as 30,000 miles on them. 

Mr. Moss. Did you have any role in drafting those specifications for 
that‘request for bids? — 

Mr. Provutx. I had a role in it, but not a principal role. 
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Mr. Moss. Could you tell me one factor that was advantageous to 
the Government that dictated the 15,000-mile limit of use on these 
cars rather than requiring new cars? 

Mr. Proutx. The Government has always—or at least to my 
knowledge—advertised for what it wanted when it wanted it, and 
where it wanted it, and has not confined its invitation to bid to what 
any particular supplier could furnish. We needed cars on July 1. 
We figured that we would open the invitation up and permit more 
dealers to be able to—or more leasing companies—to be able to furnish 
cars by July 1, if we permitted them to use low-mileage cars in supply- 
ing this deal. We thought—we didn’t know, but we thought—that 
there were probably local dealers at Cherokee or Albuquerque who had 
some cars already on a leasing basis, as we have in this city here, that 
they could just shove right into this contract. 

Mr. Moss. Did you inquire to determine whether there were any 
that might have? 

Mr. Prov x. I do not believe there was any actual 

Mr. Moss. The only one you know of that had any was Peterson, 
Howell & Heather ? 

Mr. Proutx. No. We knew that Avis also operated in both of those 
cities, and that they had cars, 

Mr. Moss. You didn’t inquire of them. 

Mr. Prou.x. No, sir. But we knew that they operated there. 

Mr. Moss. Under their formal leasing arrangements do they take 
care of maintenance, or is that charged against the customer? They 
use a mileage basis, don’t they ? 

Mr. Proutx. No. Avis quoted us a flat price—you are talking, I 
assume, about when we entered into the lease that was canceled, and 
not the invitation ? 

Mr. Moss. No; I am talking about the invitation. The lease was 
ruled illegal, and you are now starting out afresh. 

Mr. Proutx. On the invitation Avis bid a flat price, and the Gov- 
ernment was to take over all maintenance. 

Mr. Moss. That was merely because of the fact that you were 
maneuvered into this spot where you had only a brief period to arrange 
for automobiles, and so you decided to offer the ncaa used 
vehicles, despite the fact that that would inevitably lead to higher 
operating costs. 

Mr. Proutx. That is the basic reasoning behind it. Again I say, 
from what we had available to us we didn’t think that the cars with 
under 15,000 miles would materially increase in maintenance cost for 
1 year. 

Mr. Moss. You didn’t feel that in the 1 year there was a point 
where you would run off the rubber and the automobile was at a 
point where you would have to start making a few minor repairs and 
adjustments that would increase to any appreciable extent the oper- 
os cost of the automobile ? 

r. Proutx. Based on my own personal experience, yes, I agree 
with that. 

Mr. Moss. Shouldn’t we apply the same rule to the Government’s 
business as we do to our own, in trying to get for it the most advan- 
tageous deal possible? 
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Mr. Provutx. There is no question about the fact that we should; 
and, as far as I am concerned, again I want to say that that was 
what I thought I was doing when we went into this invitation to bid. 

Mr. Cuuporr. You weren’t influenced by the fact that Peterson, 
Howell & Heather had their cars locked up in an enclosure out there 
in Albuquerque, and you wanted to do something for them because 
you felt that they had cooperated with you and now they were at 
the point where the General Accounting Office had said to you that 
you couldn’t lease the automobile because you hadn’t opened them 
up to general bids, and it was entered through negotiation ? 

Mr. Prouxx. No, sir; I can’t say that I was influenced by that. 

Mr. Cuuporr. You didn’t want to help them out at all? 

Mr. Proutx. No; I had no reason to want to help them out in any 
particular way, shape, or form. 

Mr. Cuuporr. You didn’t feel that you had any moral obligation 
because they had been so nice to you on the other contract with them 
and you felt that this would result in a terrific loss to them because of 
the fact that they had assumed that the cars would be used at least 
a year or possibly 2 years by the Government ? 

Mr. Proutx. No; I can’t say that I felt I had any moral obligation 
to them. I felt sorry for them in the first place, because of the fact 
that they had never gone into a Government contract before, and here, 
the first one that they did, this happened to them. But it isn’t the 
first time that I have ever been involved where a contractor was 
affected this way, not from the same circumstances, but he made an 
error in his bid, and I felt sorry for him, too. And we sent many of 
them into bankruptcy, because we had to buy against their accounts. 

Mr. Cuuporr. You will agree to this, that it just happens, whether 
by coincidence or otherwise, that the specifications and the invitation 
to bid could be met by Peterson, Howell & Heather in the case of 
99 percent of the cars in the enclosure in New Mexico. 

Mr. Proutx. I don’t know whether 99 percent would be acceptable, 
but some of the cars would meet them, I believe, with some adjust- 
ments. As Mr. Howell testified, they would have to have some equip- 
ment put on them, something like that. I think that they could mate- 
rially meet the requirements of the advertisement on a number of 
their cars. 

Mr. Cuuporr. ‘When you were:setting-up specifications:-to bid, were 
any members of Peterson, Howell & Heather there? Was Mr. Lalley 
there discussing it when you set up the specifications? 

Mr. Proutx. When we actually put the invitation to bid together; 
no. 

Mr. Cuuporr. When was he there, then? 

Mr. Provutx. He was there the morning—Mr. Howell and Mr. Lalley 
were in our office the morning after the Comptroller General had 
issued the decision voiding the lease. As soon as we received the 
official notice from the Comptroller General’s office, I immediately 
contacted or attempted to contact, and finally did contact, Mr. Howell 
at his home to inform him that the lease was being canceled as of that 
date, and that we would have to take his cars out of service and termi- 
nate all services under the lease right then; that he would receive the 
official notiée’of it toriorrow, biit:this was advance:notice,that we were 
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canceling them as of the close of business on the 27th, the date of the 
Comptroller General’s decision. 

Mr. Cuvuporr. Do you remember the date that you talked to him? 

Mr. Provrx. April 27. 

Mr. Cuuporr. You did enter a subsequent negotiated agreement 
with him for the use of those automobiles for $500 at Cherokee and 
$497.50 at Albuquerque shortly thereafter, the lease to continue until 
June 30, 1955, for those cars; didn’t you? 

Mr. Provutx. The Assistant Secnstiry of the Interior informally 
cleared that with the Comptroller General and explained to him the 
situation that we were in. 

Mr. Cuuporr. As a matter of law and regulation, you were entitled 
to negotiate up to $500, you only had to get bids when the price was 
more than $500? 

Mr. Provtx. That is right. 

Mr. Cuuporr. When did you enter into this contract with them, 
how long was it after the conversation that you had with Mr. Howell 
at his home, notifying him that the contract had been voided ? 

Mr. Proutx. How long after that did we enter into the open- 
market transaction ¢ 

Mr. Cuuporr. Yes. 

Mr. Prouux. May 9. 

Mr. Cuuporr. So that was about 10 days afterward, or 11 days 
afterward ¢ 

Mr. Provutx. Yes. 

Mr. Cuuporr. Now, at that time, when you entered into this nego- 
tiated contract for the use of the automobiles until June 30, 1955, did 
you discuss with Mr. Lalley or Mr. Howell any specifications that you 
were going to put on the invitations to bid ? 

Mr. Proutx. When Mr. Howell and Mr. Lalley came over to our 
office on the morning of the 28th, initially and basically to learn more 
from us, we discussed exactly where they stood under this voided con- 
tract, and what we were going to do for the rest of the fiscal year, or 
from then on out. And after we had gone as far on those subjects as 
we could, then we did get into a discussion on whether or not Peterson, 
Howell & Heather would bid on an invitation that we would—if we 
issued an invitation to bid, at that time I don’t think we even had 
decided that we would issue an invitation to bid—but if we issued an 
invitation to bid we asked them whether or not they would bid. 

They said that they would bid if the invitation to bid permitted 
them te do'so, They couldn’t bid on a flat-rate basis, but if t he invi- 
tation to bid called for a flat rate as well as this depreciation type of 
operation basis, that they would bid on such an invitation. 

We asked them if they could furnish us with some suggestions on 
how; to draft an invitation to bid to secure bids from ‘their company 
or any other company that would be doing business in a similar manner 
to them. 

In response to that they sent over a list of 7 or 8-or 10 different 
things that’ should be,included. in the invitation.. And ‘as Mr. Lalley 
has testified, the invitation bid that went out bore no Saenin nah to 
what they. sent in.: -;| 

Mr. Moss. Do we fame this list? 

Mr. Cuuporr. Yes. As I understand it, the contract was voided on 
April 27; is that right? 
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Mr. Provuxtx. Yes, sir. 

Mr. Cuuporr. And on April 28, Mr. Lalley and Mr. Howell called 
at your office ? 

Mr. Provu.x. That is right. 

Mr. Cuuporr. But in spite of the fact that you had to call those 
automobiles in off the reservation and put them in an enclosure and 
lock them up, or the lessors put them in an enclosure and locked them 
up, you didn’t call for bids until June 2, which was approximately 
34 or 35 days thereafter, even though you needed these automobiles on 
the reservation very badly; isn’t that right? 

Mr. Provutx. That is right. It took us until May 9 to get trans- 
portation there on an emergency basis, from May 9 to June 2, it took 
that long to get everyone concerned in the Bureau of Indian Affairs 
and the Department of the Interior, including the Solicitor’s Office, 
in agreement on an invitation to bid. 

Mr. Cuuporr. On May 10, 1955, you received from Mr. Lalley cer- 
tain expressions or certain suggestions to be placed in the invitations 
to bid; is that right? 

Mr. Proutx. Yes, sir. 

Mr. Cuuporr. Did you try any of the other companies to get their 
suggestions ? 

Mr. Proutx. No; wedid not. The General Services Administration 
had been sampling the market on leasing, and had an invitation, or 
tentative invitation, to bid, drawn to secure bids from the so-called 
flat-rate leasing companies. We borrowed a copy of their invitation 
to bid, and it was still in the drafting stages, and used that as our 
guideline for the flat-rate basis, 

Mr. Cuuporr. But you still contacted Mr. Lalley and took some 
of his suggestions? 

Mr. Prou.x. We used none of Mr. Lalley’s suggestions. 

Mr, Cuuporr. None of them at all? Do you have a copy of his 
suggestions ¢ 

Mr. Provutx. I have it; yes, sir. 

Mr. Cuuporr. Do you have it with you? 

Mr. Provutx. It is in the file here. I believe I do. 

Mr. Cuuporr. I wonder if I could look at it for a minute. Now, 
Mr. Moss, do you have any questions to ask? 

Mr. Moss. Apparently there was a discussion of the problems in- 
volved in the invitation to bid on April 28. And I notice here, in the 
statement of the chronological developments that Peterson, Howell, 
& Heather gave us, that on the 10th Mr. Lalley forwarded to Mr. 
Proulx “our revised ideas.” 

Is that a memoranda of the first ideas? This would indicate that 
there was a previous submission of ideas, and one was a revision of 
the first. 

Mr. Prou.x. No; there was no formal submission of any first ideas. 
The only thing there was the discussion that was held in our office. 
They suggested—I can’t even recall the exact method of what they 
suggested, but it was along the lines of what they presented formally 
on May 10. 

Mr. Cuuporr. Will you hold your question just a minute, Mr. Moss? 

I just want Mr. Proulx to dig out the suggested ideas by Mr. Lalley. 
And I think he can find them if he looks for them. 

Mr. Provutx. I don’t have it with me. 
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Mr. Cuvporr. Could you get it for us, and get it as soon as you 
can ¢ 

Mr. Prou.x. I can get it as soon as I can get out to lunch. 

Mr. Moss. I have just a couple of thoughts I would like to develop. 
At any time, in the course of discussing the leasing arrangements, 
either with other people in the Bureau of Indian Affairs or with 
representatives of Peterson, Howell, & Heather, did you ever feel that 
it would be possible to enter into an agreement that would save the 
Government money, under a leased fleet as compared to an owned 
fleet, comparing new cars with new cars, and operating it under like 
conditions ¢ 

Mr. Prov.x. No, not if you are comparing new cars with new cars. 

Mr. Moss. Then the idea, primarily, was that through the lease you 
would, in effect, be able to circumvent the restrictions the Govern- 
ment imposes on the fleet as to the number of miles it must travel, 
and the number of years the automobile must be held; that was the 
attractive consideration which would seem to have dictated the lease. 

Mr. Prou.x. We didn’t feel that we were circumventing anything, 
because we had two laws, one which permitted us to hire vehicles, 
and the other which permitted us to buy vehicles. We did have a 
feeling that during our experimental or testing period at least that 
we would be criticized for doing this, and on the basis of circumvent- 
ing the purchase limitation in the appropriation act, and, therefore, 
administratively limiting the number of vehicles, we would lease not 
to exceed the allocation 

Mr. Moss. Why did you feel that you would be criticized if it was 
a good deal for the Government? You have been quoted before this 
committee as having made the statement that this whole thing was 
political. It rather intrigued me. Do you feel that the criticism would 
be political ? 

Mr. Provu.x. I deny making any statement that I can recall that 
this was political, and any criticism of it would have necessarily not 
been political. 

Mr. Moss. Why did you feel that you would be criticized ? 

Mr. Proutx. Simply because we were one of the few—as far as I 
know the only agency—whose appropriation act did permit the hiring 
of vehicles in the manner that ours did, with no other Federal agen- 
cies permitted, at least to my knowledge, to acquire vehicles in that 
manner, the first conclusion would be that we were attempting to 
circumvent a law. 

Mr. Moss. Well, you certainly were getting around one, even though 
you might be doing it legally, by using the other, were you not? 

Mr. Proutx. Yes. 

Mr. Moss. So it wouldn’t be an unfair statement that there was at 
least the thought that through this device you could circumvent a 
law that was rather difficult to live with ? 

Mr. Provutx. It wasn’t our intent to circumvent anything or do 
anything illegal; we were attempting on an actual experience basis 
to determine whether or not we could save the Government money 
through operating newer, and what we considered more efficiently 
operating vehicles. 

Mr. Cuuporr. Now, as a matter of fact, you heard Mr. Howell, 
didn’t you, and Mr. Lalley testify ? 

Mr. Provuwx. I heard them, yes, sir. 
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Mr. Cuuporr. You heard them say that when you started nego- 
tiations for this type of lease that they, No. 1, said they weren’t in- 
terested, but as a patriotic duty to the Government they would dis- 
cuss it and enter into it; and No. 2, that they were afraid of 
congressional investigation, and that is why they didn’t want to enter 
into the lease. Now, did they tell you that ? 

Mr. Proutx. I heard them testify to that, but I never heard any- 
thing like that during our negotiations. What I heard was that they 
had never had a Government lease, and were not particularly desirous 
of going into a Government lease, because of the words they used, 
“redtape.” 

Mr. Cuuporr. Now, if everybody thought they were skating on 
thin ice, don’t you think it was your duty as Chief of the Property 

ranch of the Bureau of Indian Affairs to at least discuss the question 
with counsel for the Interior Department if nothing else? 

Mr. Provu.tx. Well, obviously we—or at leas and I am sure that 
those that were working with me didn’t feel that we were skating 
on that thin ice. If we had, we would have sought legal advice. 

Mr. Cuuporr. So that the testimony of Mr. Howell and Mr. Lalle Vv 
that they were afraid of a congressional investigation was untrue. 
Is that right ? 

Mr. Proutx. I wouldn't say it was untrue. I don’t know what their 
fears were. If they had those fears, they weren’t expressed in my 
presence, so that I could interpret them as that type of fear. 

Mr. Cuvuporr. And you felt that you were carrying out your duties 
in your capacity in a proper and legal fashion ? 

Mr. Proutx. That is right. 

Mr. Cuuporr. And you felt that you had no reason to consult 
anes , counsel or otherwise, concerning this lease ? 

ROULX. Well, I consulted—I didn’t consult counsel, but I did 
consult with those of us in the Bureau 

Mr. Moss. At this point, Mr. Chairman, there is just one question. 
I started on it the other day, and we had to adjourn. And that is the 
question of why you didn’t, when, according to the testimony of Peter- 
son, Howell & Heather, you had a specific request from them in writ- 
ing, asking that you obtain a Government attorney’s opinion covering 
the authority of the Bureau to enter into this lease, and not only the 
authority, but also the validity of this execution on behalf of Peter- 
son, Howell & Heather—they stated they wouldn’t hold up the agree- 
ment waiting for the letter, but they would like such a letter in their 
files—why was that request completely ignored? That was made on 
September 24, 1954. 

r. PRovux. As I testified the other day, it was our decision that the 
points raised by Mutual Life Insurance Co. and which they requested 
a legal opinion on were administrative in nature and not legal. 

Mr. Moss. Are you an attorney ¢ 

Mr. Provu.x. No, I am not an attorney. 

Mr. Moss. I am rather amazed that on the basis of a request of that 
type, not being an attorney, the decision was made without reference 
to counsel to discuss it to see whether there was any substance to it, 
but just arbitrarily administratively you would make a decision that 
it wasn’t necessar 

Mr. Provtx. The question that they had raised were answered many 
times by lawyers before. 








156 CONTRACTS FOR RENTAL OF AUTOMOBILES 


Mr. Cuuporr. And this was a new type of lease, it was unusual, it 
wasn’t a standard form of lease or something that had been used prior 
by the Department. 

Mr. Moss. And it was a negotiated lease, one not arrived at by any 
invitation to bid, or any great element of opportunity for competition. 
Even in your discussions with firms there was not any exhaustive 
attempt made to get agreement from others that might be a basis for 
comparison of the Peterson, Howell & Heather arrangement. 

Mr. Proutx. The letter that you are referring to of September 24, 
in which Mr. Lalley in the last paragraph said : 

Will you also obtain a Government attorney’s opinion covering the authority of 
the Bureau of Indian Affairs to enter into this lease and the validity of its 
execution on their behalf. 

And transmitted with it an amendment which was drafted, I assume, 
by Mutual Life Insurance Co., and forwarded to Peterson, Howell & 
Heather, with the request that we sign it. 

Mr. Moss. Did you sign it? 

Mr. Prou.x. No, sir. 

Mr. Moss. You didn’t sign it. It only related to the amendment, 
the request for legal opinion ¢ 

Mr. Provutx. That was our interpretation. The amendment pro- 
vided that we guaranteed them payment in the event Congress fails 
to appropriate—— 

Mr. Moss. Not trying to belabor the point, but you said that it 
was “our interpretation.” Would you say that was your interpreta- 
tion? 

Mr. Provtx. Initially mine, but—— 

Mr. Moss. How would you interpret these words: 

Will you also obtain a Government attorney’s opinion covering the authority 


of the Bureau of Indian Affairs to enter into this lease and the validity of its 
execution on their behalf? 


That doesn’t refer to an amendment, it refers to a lease— 
to enter into this lease and the validity of its execution on their behalf. 


How could you interpret that to apply to the amendment and not to 
the lease ? 

I think it is very plain as to what they were referring. 

I don’t know how they could rephrase the request any more clearly 
than it is phrased in that letter. It specifically says “enter into this 
lease,” and then goes on, “and the validity of its execution,” in the 
same sentence, obviously referring to the lease. 

Mr. Provtx. The only thing again that I can say is that it was our 
opinion that there was no “ for a legal review or legal interpreta- 
tion at that time, because—— 

Mr. Moss. Again, was it your opinion ? 

Mr. Prou.x. Initially, yes. 

Mr. Moss. Well, who concurred in that opinion in the Department 
or in the Bureau? 

Mr. Provu.x. Those in the Bureau that reviewed my reply to the 
etter. 

Mr. Moss. Who would review the reply to your letter? 

Mr. Provuwx. I believe the reply to the letter was signed by the 
Commissioner—yes, it was, and it was reviewed by the Acting As- 
sistant Commissioner, and the assistant to the Commissioner. 
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Mr. Cuvuporr. You mean this letter was reviewed ? 

Mr. Prouux. My reply. 

Mr. Laniean. Could you give us the names of the people who were 
acting at that time for the office? 

Mr. Provuux. Mr. Massey was Acting Assistant Commissioner, and 
Mr. Langan is the assistant to the Commissioner. 

Mr. Moss. Did they see the request from Peterson, Howell & Hea- 
ther, or just your reply ? 

Mr. Proutx. It is the practice in the Bureau of Indian Affairs, 
which is very rigidly followed, to put the whole file with the piece of 
correspondence. 

Mr. Moss. Then it is assumed that they do so? 

Mr. Proutx. That is right. 

Mr. Cuuporr. So that not only you but the two other high-ranking 
officials in the Bureau of Indian Affairs didn’t see fit to grant a re- 
quest for a legal opinion in this case ? 

Mr. Proutx. Apparently so. 

Mr. Moss. Then I have another line of questioning here for just a 
minute. And that is again back at this point. You had a cancellation 
of the lease under the orders of the Comptroller General on April £7, 
effective, I believe, on April 28? 

Mr. Provutx. It didn’t say any effective date; immediately. 

Mr. Moss. Immediately; we will sity the 27th. And you concluded 
an agreement on leasing about when, May 9, for the interim period ¢ 

Mr. Proutx. Yes; May 9. 

Mr. Moss. And you then took about in excess of 3 weeks in prepar- 
ing the invitation to bid, which was released on June 2, was it not? 

Mr. Provuwx. Yes, sir. 

Mr. Moss. Did you or did anyone in the Department or in the Bu- 
reau feel that you were allowing a reasonable period of time there to 
get the greatest response, or even a large enough response to the bid 
to protect the interests of the Government ? 

Mr. Provutx. I felt—and I am just going to have to suppose that 
the others involved in this also had the same feeling—that there was 
sufficient time allowed to get a reasonable sampling of the market. 

Mr. Moss. The bids were returnable on the 17th, weren’t they ? 

Mr. Proutx. Yes, sir. 

Mr. Moss. And you, at no time, indicated any agreement that the 
Bureau would quickly open and award a contract. It could have 
awarded the contract any time after June 17? 

Mr. Prouxx. I don’t believe it is customary to put in an invitation 
to bid that the Government will make an award on any given date, 
realizing that we would have governed 

Mr. Moss. I am not asking for custom, Mr. Proulx, I am asking 
whether in this instance—it was a very tight period at the time—did 
you indicate to anyone that you handled it very quickly in order to 
give them some time to perform if they were granted the contract 
for delivery on July 1, of these automobiles ? 

Mr. Provutx. There was nothing specific in the invitation to bid 
that said we would make an award on any given date or as quickly 
as possible, or any words to that effect. 
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Mr. Moss. Did you honestly feel that under the possible award of 
the contract in the last week of June that there was a reasonable period 
for a successful bidder to meet the delivery date of July 1? 

Mr. Provxx. I honestly felt that we would be able to make an award 
on this invitation to bid over the weekend. The 17th was on a Friday. 
It was my firm hope to have an award made by Friday evening or at 
the very latest Monday morning. 

Mr. Moss. When did you award it ? 

Mr. Proutx. We didn’t award it. 

Mr. Cuuporr. The invitations were thrown out by the Comptroller 
General’s Office on the ground that there was not sufficient time. 

Mr. Moss. What was the date they were thrown out ? 

Mr. Cuuporr. I think it was after we started the hearings. I 
don’t remember the exact date. 

Mr. Proutx. After we started the hearings. 

Mr. Cuvuporr. We checked, and found it was the 28th. 

Mr. Moss. Up to that time you had not made the award? 

Mr, Proutx. We had not made the award because of the announce- 
ment that hearings would be held by this committee looking into that 
invitation to bid on the ground that they were restrictive, and the 
hearings were set for June 1 and 2. 

Mr. Moss. In response to the bids, how many bidders were able to 
guarantee July 1 delivery? : 

Mr. Cuuporr. I think that was the biggest complaint about the in- 
vitations to bid. Of course, Peterson, Howell & Heather would have 
no trouble, because they had their cars in use on these various reserva- 
tions, they could deliver on the 19th, and none of the cars had traveled 
over 15,000 miles, so they would have had no trouble. The reason 
the Comptroller General threw the bid out was because of the fact 
that there were numerous complaints to the effect that they couldn’t 
possibly deliver the cars, another successful bidder couldn’t possibly 
deliver the cars by July 1. 

Mr. Prou.x. On the invitation to bid I believe that one company 
guaranteed delivery in 5 days at Cherokee, and 9 days at Albuquerque. 
Another bidder guaranteed delivery of all the cars, but not the sta- 
tion wagons, in 14 days after receipt of purchase order and notifica- 
tion of award. That 14 days—if we made an award, as I hoped we 
could, on the day of the 17th, the day of opening—would have per- 
mitted those companies to make delivery by the date of July 1. 

Mr. Lanican. Could I interrupt there ? 

Mr. Moss. Sure. 

Mr. Lanican. Under the invitation, though, all vehicles had to be 
delivered by July 1. Was that not one of the prime conditions of 
the invitation ? 

Mr. Provutx. The invitation was set up by items. I could see 
nothing in the invitation that would stop us from making awards on 
those items that could be met... The station wagons were the only ones 
on which only one bidder guaranteed delivery within the time speci- 
fied. The others took a minimum of 30 days. Those were the only 
items that could not be awarded to more than one bidder. 

Mr. Lanican. Was there anything in the invitation which informed 
the potential bidders that they could bid on one item in the invitation 
and not on the other ? 
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Mr. Proutx. Again the rules of Government advertising require 
that when you set up a bid and specify items 1, 2, 3, 4, and so on, that 
awards will be made on individual items 1, 2, 3, and 4, and so on, unless 
the bid specified that the award will be made on an all-or-none basis. 

Mr. Moss. In the Bureau there, have you issued invitations for pur- 
chase orders for new automobiles as a part of your duties over the 
years? 

Mr. Proutx. Currently no Government agency outside the General 
Services Administration buys cars, to my know ledge. 

Mr. Moss. How long do they usually allow for delivery when they 
purchase automobiles ¢ 

Mr. Proutx. Well, in emergencies the General Services Adminis- 
tration seems to be able to work miracles. I don’t know to what ex- 
tent they can continue to work miracles, but for a limited number of 
cars, based on past experiences, the General Services Administration 
could make a delivery of those cars in very short order. 

Mr. Moss. How short? 

Mr. Proutx. To meet our deadline, I believe, of July 1. 

Mr. Moss. But as a matter of course, what is the time that is al- 
lowed ? 

Mr. Prou.x. I would say an average of 60 days. 

Mr. Moss. An average of 60 days. Did you regard this as an emer- 
gency and indicate in ‘the request for bids that it was an emergency 
situation ¢ 

Mr. Provuix. Well, I think we indicated that it was an emergency 
situation by indicating that we had to have this transportation by 
July 1 

Mr. Cuuporr. Did any of the bidders set forth in their bids that 
they could supply the automobiles by July 1¢ What was the shortest 
space of time that any of the bidders could deliver the automobiles 
outside of Peterson, Howell & Heather ? 

Mr. Prouux. Peterson, Howell & Heather never guaranteed de- 
livery of anything. 

Mr. Cuuporr. They could give them to you in 20 seconds. 

Mr. Provuwux. Either 1 of their bids—they submitted 1 bid on new 
cars and another on the cars that were already on hand-——and neither 1 
of those guaranteed delivery by July I. There was 1 firm that guar- 
anteed deliver y in 5 days at Cherokee and 9 days at Albuquerque. 

Mr. Cuvporr. Now, you were using Peterson, Howell & Heather’s 
automobiles, and you used them up until the 30th of June, I presume. 

Mr. Proutx. Yes, sir. 

Mr. Cuuporr. So on the ist of July, they could just give you a new 
piece of paper and you could still use them ¢ 

Mr. Provutx. We were working from another source now. We had 
an invitation to bid, and, based on their quotations in that invitation 
to bid, they couldn’t guarantee us any delivery on those cars. 

Mr. Cuuporr. When did the other firms in their bids say they 
could make delivery? Some 1 or 2 weeks, understand. Is that right? 

Mr. Prov.x. I have the invitation for the bids at Albuquerque, 
and I will use that one. The Central Motor Co., of Gallup, N. Mex., 
guaranteed delivery of the 30 passenger cars in 12 days after receipt of 
the notice of the award. 

Mr. Cuvuporr. That couldn't be by July 1. 
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Mr. Provtx. It would be by July 1, if we made an award on the 
17th of June. 

Mr. Cuuporr. But you didn’t make an award on the 17th of June. 

Mr. Proutx. We didn’t make an award because of the notice that 
there was being a hearing held on this very subject, to question the 
legality of it, and we thought we had better not make an award until 
that question was cleared up. That was one company. 

The Rollins Fleet Leasing Co. guaranteed delivery—let me go back 
to the first company. They guaranteed delivery of the 30 four-door 
sedans in 12 days, which would have been about July 1. They guar- 
anteed delivery of the station wagons in 30 days. 

Rollins Fleet Leasing Co., Rehoboth Beach, Del., guaranteed de- 
livery of both the 30 four-door sedans and the 4 station wagons in 
9 days. 

Carl Faulkner, that is Avis Rent A Car System, guaranteed de- 
livery of both the 30 passenger cars and the 4 station wagons in 15 
days. That would have been just over the limit. 

Truck Rental Co., of Baltimore, guaranteed delivery of the 30 cars 
in 14 days, and the station wagons in 30 days. The 14 days would 
have been within the limit. 

So of 4 bids received we had 3 bidders that would have delivered 
the 30 passenger cars by July 1, if we had made an award right after 
that. Now, if we missed a low bid, missed an option period of a low 
bid—— 

Mr. Cuuporr. You say you didn’t make the award because we had 
requested hearings on this problem. Is that right? 

Mr. Prou.x. Yes, sir. 

Mr. Cuuporr. Actually you certainly had a legal right to make the 
award; the Comptroller General didn’t throw out the invitations until 
June 24, which was several days after the bids had closed; is that 
right ? 

Ml r. Proutx. Mr. Greenwood says that we referred the invitation to 
bid to the Comptroller General asking for an opinion when the ques- 
tion first came up. 

Mr. Moss. What date was that? 

Mr. Proutx. I was out in the field. What date was that ? 

Mr. Moss. You must have a letter or memorandum on it. I think 
the date is familiar. 

Mr. Provutx. It was before the 17th, I believe, because I was back 
here on the 17th. 

Mr. Miller tells me it was June 15. 

Mr. Cuuporr. That brings me to this question. Each one of those 
bidders guaranteed to deliver the cars or station wagons within a cer- 
tain number of days after the awards were made. It has been testi- 
fied here that there were no performance bonds required of these bid- 
ders. Suppose they didn’t, whet would you do? 

Mr. Proutx. This being a supply contract, we would go ahead and 
award them to the next low bidder, or go out in the open market re- 


gardless of this bid and get the cars wherever we could, and that 


amount above what the low bidder’s bid price was, we would ask him 
to pay to the Government. 
{r. Cuuporr. You would refer it to the Department of Justice for 
legal action ? 
Mr. Provtx. That is right. 
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Mr. Cuuporr. As a matter of fact, you wouldn’t do anything after 
you bought the cars in the market but refer it to the Legal Depart- 
sana 

Mr. Proutx. No, we would make an initial attempt to secure the 
money before sending it to the General Accounting Office. 

Mr. Cuuporr. You needed these cars very badly, didn’t you? They 
were very short in supply? You didn’t have any, a ind you were trying 
to get them, and you needed them very badly, isn’t that right, for your 
Bureau? 

Mr. Prouux. Yes, sir. 

Mr. Cuuporr. Don’t you think as a good practice you should dis- 
cuss the invitation to bid with the Solicitor for the Interior Depart- 
ment to determine whether or not a performance bond should have 
been in the invitation to bid ? 

Mr. Proutx. I should like to say at this time that the invitation to 
bid that we are now discussing was basically almost 100 percent pre- 
pared by the Solicitor’s Office for the Department of the Interior by 
an attorney in that office, and reviewed and surnamed by the Assist- 
ant Solicitor for the Department. 

Mr. Cuuporr. Mr. Proulx, I am very happy to hear that you 
finally went to the legal depat ‘tment of the Interior Department to 
get some advice, and I think you ought to do it more often. 

Mr. Provuux. But we got overruled on that; it being declared illegal. 

Mr. Cuuporr. I understand that. But I feel if we had never raised 
these questions, if we had never called these hearings, everybody in 
the Bureau of Indian Affairs would be running around helter-skelter 
doing what they have been doing, whether it was in accordance with 
the rules or regulations of the Government. 

Do you have any questions, Mr. Knox? 

Mr. Knox. Yes; I have some questions. 

Mr. Proulx, you testified that after you entered into the lease with 
Peterson, Howell and Heather, your records prove that your cost per 
mile was 2.74. Is that correct ? 

Mr. Proutx. For the leased vehicles. 

Mr. Knox. And on the 32 Government-owned vehicles your cost 
was 4.52 per mile. That is what I have here from your testimony. 
What age group were these Government-owned cars / 

Mr. Provtx. They were a representative group of the Bureau’s 
fleet, consisting of a few of the newest cars we had in that general 
area and 1 or 2 of the oldest ones. Running down the line, T had a 
1950 Chevrolet, a 1951 Ford, a 1952 Chevrolet, a 1951 Pontiac, a 1950 
Chevrolet, a 1953 Ford, a 1953 Chevrolet, a 1953 Willys, a 1949 Ford, 
and so on down the line. The oldest car I had was a 1944 Chevrolet. 
I had a 1947 Plymouth, which looks to me at a quick glance the next 
oldest car. The newest cars were 1953. We were unable to purchase 
any passenger cars in the Bureau of Indian Affairs in the fiscal year 
1954. Our total allocation in the appropriation act as allowed by the 
Congress to the Department of the Interior and finally to us was 22. 
We had a pressing need for ambulances to get sick patients to the 
hospital and for buses to get children to school, so it was adminis- 
tratively determined that we would use that allocation for buses and 
ambulances. We were able to buy no passenger cars whatsoever. That 
is why our newest vehicles in the Bureau of Indian Affairs are 1953 
model cars. 
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Mr. Knox. That was taking the entire group on an average that 
brought it up to 4.52? 

Mr. Provuux. That is right. That is the average cost of those 32 
cars. I have individual breakdowns per car if you are interested in 
that. Some of them were pretty expensive. 

Mr. Knox. These 34 leased cars, were they 1955 models? 

Mr. Provuwx. Yes, sir. 

Mr. Kwox. In your appropriation from Congress for the purchase 
of motor vehicles, did they specify in the appropriation bill as to what 
type of vehicle you should purchase? 

Mr. Provtx. It says passenger-carrying vehicles that we can pur- 
chase—not to exceed X number of passenger-carrying vehicles. 
Passenger-carrying vehicles are further defined as cars, station 
wagons, buses, and ambulances. 

Mr. Knox. They did not specify the amount of money that could 
be used in the purchase of any one vehicle? 

Mr. Proutx. Only for cars—4-, 2-door sedans. They have specified 
$1,400—not in the Department of the Interior Appropriation Act 
but in the Independent Offices Act, I believe, that seonitied that they 
be $1,400. There is no limit set on the amount that can be paid for 
station wagons, ambulances, or buses. 

Mr. Knox. Was the directive of Congress so flexible that you could 
use money that was set forth for the purchase of motor vehicles to 
rent or lease motor vehicles with that money ? 

Mr. Provutx. Section 106, I believe it is, of the 1955 Fiscal Year 
Appropriation Act for the Department of the Interior provides that 
the money appropriated herein may be used for, and then they go on 
and name 3 or 4 things, and 1 of them is the hire of passenger vehicles. 

Mr. Knox. Well, the reason why I ask this question is you did say, 
T believe, that Congress had allocated 22 vehicles to be purchased by 
the Department of Indian Affairs. Is that right? 

Mr. Provurx. I want to correct that a little bit. It amounts to that, 
but the appropriation act is to the Department of the Inerior and in 
it the Congress has specified that the Department of the Interior could 
buy in that fiscal year, I believe, a grand total of 50 passenger vehicles 
for the entire Department. The Office of the Secretary allocated to 
the Bureau of Indian Affairs 22 of that 50. That is how we arrived 
at that amount. 

Mr. Knox. How many cars do you have as a total in the Bureau 
of Indian Affairs ? 

Mr. Proutx. As of June 30, 1954, we had 1,247 cars—that is, the 
sedan-type car. We had 154 station wagons, 68 ambulances, and 294 
buses. 

Mr. Cuuporr. While we are on that question, how many coupe pick- 
up trucks do you have? 

Mr. Provutx. We will have to get that. I don’t have it here with 
me and I am going to have to guess. 

Mr. Cuuporr. Well, approximately. 

Mr. Proutx. Approximately 22. We will have to get that infor- 
mation for the committee here. 

Mr. Cuuporr. How many of the total of the Interior Department 
do you have now ? 

Mr. Provutx. Roughly 400. 

Mr. Cuuporr. I thought it would be nice to find out. 
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Mr. Knox. Is that the total motor-vehicle load that the Indian 
Affairs have? 

Mr. Provutx. In the passenger-carrying category. 

Mr. Knox. This 1,274 does not include your station wagons, ambu- 
lances, or buses ? 

Mr. Provtx. No, sir. 

Mr. Knox. Well then, what is the interpretation of the Department 
that you had that flexibility? Did the appropriation for the 22 motor 
vehicles that were allocated to the Bureau of Indian Affairs say to use 
the funds at your discretion as far as the leasing or renting of cars 
are concerned ¢ 

Mr. Provutx. Yes, sir. 

Mr. Knox. Do you have a copy of the invitation to bid that was 
sent out to the numerous dealers ? 

Mr, Provutx. Yes; I do. 

Mr. Knox. May I see it? 

Mr. Provutx. There were two invitations, P-108 and P-109, both 
identical except as to the number of cars. One was for the cars at 
Cherokee, the other was for the cars at Albuquerque. 

Mr. Knox. They are identical except for the location ? 

Mr. Proutx. Identical except for location and number of vehicles. 
That is a copy of the invitation to bid for cars at Albuquerque. I 
don’t know whether I have an extra one for Cherokee or not. 

Mr. Knox, What I asked was the invitation to bid for the pur- 
chase—not for the leasing. 

Mr. Provutx. Oh, no; we have none for purchase. 

Mr. Knox. I may ask one other question and that is relative to 
the invitations that were sent out to bid. Were there any objections 
from the dealers that received the invitation that the time was such 
that they were unable to meet the requirements of the bid ? 

Mr. Provutx. Personally I received none. 

Mr. Knox. You received none? 

Mr. Proutx. That is right. 

Mr, Cuuporr. Is it not true that the gentlemen who appeared here 
as a witness protested the lack of sufficient time to this committee and 
to the General Accounting Office? Did you not get a copy of that 
protest ? 

Mr. Proutx. Yes; we got that. I think that was the real basis for 
our invitation being sent to the Comptroller General. We never re- 
ceived a formal protest; we got a notice of protest from the Comp- 
troller General at that time. I saw a copy of it. 

Mr. Cuuporr. Then you did have some knowledge of some protest 
because of the lack of proper time in the invitation to bid ? 

Mr. Provutx. I saw it on the 17th, the day of the opening of the 
bid. 

Mr. Cuuporr. As a matter of fact you got a certain number of 
replies to your invitation to bid and in almost every case each of the 
prospective awardees put an exception into the bid saying that they 
could not deliver within the time that you requested, and asked for 
more time. Is that not true? 

Mr. Proutx. I would say it was just the reverse, that the majority 
of the bidders on the majority of the items guaranteed delivery by 
July 1 provided we acted accordingly. 
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Mr. Cuuporr. I did not understand your answer. 

Mr. Moss. Will you give us a single guaranty of delivery by July 1? 
Did they not state a minimum fixed time? As to whether or not it 
would be within the date of July 1, it would be entirely dependent 
upon the action of the Bureau in awarding the contract. Did any 
single bidder say he would deliver by July 1? They put a fixed 
period for delivery did they not ? 

Mr. Provutx. That is the customary way of bidding—they put a 
fixed time within which they would make delivery. 

Mr. Moss. You said within July 1. That is not so. There was not 
a single case where they said they will deliver by July 1. 

Mr. Prov.x. To answer your question as you have put it, nobody 
guaranteed delivery by July 1 by saying, “We will ake delivery by 
July 1.” They guaranteed a fixed number of days within which they 
would make delivery after receipt of notice of award of contract. 

Mr. Cuuporr. But I did not ask youthat. I asked you whether any 
of the possible awardees said they could deliver by July 1, and you 
say as a matter of fact every one of them could, and Mr. Moss went 
on to show you that in no case did any of them deliver by July 1 but 
a certain number of fixed days to pass July 1, 

Mr. Provuux. In a certain number of days after the award was 
issued. 

Mr. Cuuporr. What you are doing is trying to excuse your answer. 
I asked you for an answer and you did not give me the proper one. 

Mr. Moss. Well now, on that point you just gave us the list of 
responses. One of them told you within 9 days, but, as I would inter- 
pret it there was not a one that could deliver all of the cars requested, 
assuming the awards were made on the 17th—and that, of course, 
would be very difficult—it would probably take you a day to review— 
and if you awarded them on the 18th, I do not think there was a one 
that guaranteed delivery of all the cars within that period. You had 
one that said 9 days, I believe, on the passenger cars but it would take 
15 or 30 days on the station wagons. 

Mr. Provutx. No, sir; that bidder had 9 days for all. 

Mr. Moss. One bidder who could have met it, if the award had been 
made on the 18th. 

Mr. Provuwx. As late as the 21st, he could have done it. 

Mr. Moss. That is the only one that could have delivered all of 
the cars. 

Mr. Provuxtx. That is the only one that has guaranteed to deliver 
the cars by July 1, if we acted by July 21. That is right. 

Mr. Moss. Well the guaranty was in a fixed time depending upon 
your award of the bid? 

Mr. Provuxx. Yes, sir. 

Mr. Moss. And his receipt of notice of the award, I assume, because 
he fixed the date, and that you say occurred on a weekend, so you 
probably would have got the award notice to him on a Monday, for 
any effective starting of time. No one of the others could have. 

Mr. Proutx. None. The others could have, if we were able to 
notify them on the day of the 17th. 

Mr. Moss. We had one fellow who said the 14th. 

Mr. Prou.x. July 1 would be the 14th day. 

Mr. Moss. What was the 17th? Was that a Friday? 

Mr. Provutx. Yes, sir. 
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Mr. Moss. And you could review all those bids and evaluate them 
and make your award on the same day in the office? 

Mr. Provtx. I think that was highly possible. 

Mr. Moss. Was it customary ? 

Mr. Provutx. Yes; it is customary to be able to make the award 
on the same day of opening, unless there was some uninterpretable bid 
received. 

Mr. Laniean. In your invitation, you allowed anyone to bid either 
on a fixed price without maintenance, a fixed price with maintenance, 
used cars or new cars or any other plan they wished to submit. You 
in fact did get several different plans that would require consideration 
of different factors in evaluating those plans. Did you have formulas 
ready and available by which you could set up one plan against the 
other, a plan in which one person maintained a car as against a plan 
in which another did not, a plan in which there was no fixed price 
because you had to wait until the car was turned back and the de- 
preciation computed as against a plan that did have a fixed price? 
All those it seems to me would cause considerable difficulty in evaluat- 
ing the different bids. 

Mr. Provtx. We felt we had provided in the invitation and had 
sufficient material available to us to be able to analyze one bid against 
the other. 

Mr. Lanigan. Immediately ? 

Mr. Provutx. Immediately. 

Mr. Moss. Well now, who approves the award of a bid? Do you? 

Mr. Proutx. The contracting officer would approve the award of 
the bid, the signing official. I would recommend the award. 

Mr. Moss. And that could all be done within the period of 1 working 
day? You receive them and analyze them and award within 1 work- 
ing day? Do you ordinarily award bids on nonworking days like 
Saturdays and Sundays? 

Mr. Proutx. We don’t normally award them on those days. 

Mr. Cuuporr. Is it not true that you also have to determine the 
financial responsibility of the bidder even though he gives you the 
lowest bid, whether he is financially responsible and can comply with 
the contract. 

Mr. Proutx. That is one of the things that is inherent upon a con- 
tracting officer. 

Mr. Cuuporr. How long does that take? 

Mr. Provu.x. But the only time in practice that we have done that 
is when we have knowledge of a failure of any contractor to per- 
form 

Mr. Cuvuporr. Well, if a man produces a performance bond, then 
he could be financially responsible because a bonding company would 
not be his surety—they would rather not pay the Government for any 
default he makes—but in a contract that does not require a perform- 
ance bond, is it not incumbent upon the contracting officer to determine 
whether or not a bidder is financially responsible, or do you take it for 
granted that unless he has defaulted in a prior bid he is responsible? 

Mr. Proutx. Yes; that is right. We take it for granted that he is 
financially responsible unless he has proven otherwise. 

Mr. Cuupvorr. There is a presumption of financial responsibility, in 
other words? 
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Mr. Proutx. That is right. hy) 
Mr. Moss. Mr. Chairman, there is another thing that intrigues me 
here. It takes from the 27th day of April to the 2d day of June to 
prepare an invitation to bid, and yet the very complex job of analyzing 
and considering all of the divergent factors that could be part of the 
response it was assumed could be handled in the brief period of about 
7 working hours on the 17th and an award made. The same efficiency 
on the first end of the transaction would have avoided the need for the 
haste on the last part of it. 
Mr. Lanican. The bids were opened at what time on the 17th? 

Mr. Prouxtx. At 10:30 a. m. 

Mr. Cuuporr. I do not believe it can be done, Mr. Moss, although 
Mr. Proulx seems to thing it can. 

Mr. Moss. And with due consideration 

Mr. Cuuporr. With proper thought and consideration. I for one 
feel that if I were a contracting officer I would not presume anybody 
to be financially responsible. If some company that you never heard 
of filed the bid I would certainly try to look into the financial re- 
sponsibility to see who the company was, the assets, whether or not 
it had defaulted, whether or not anything could be collected from it, 
because that is important. 

Mr. Moss. May I pursue one other point. Concerning the 2.74 cost 
of operation, what items were excluded from there which are direct 
items against the automobiles leased which would not be a charge 
against the automobiles that were Government-owned? Did you in- 
clude insurance, interest and management fees, taxes and licenses as a 
cost of operation for the leased automobiles in arriving at your 2.74 
cost per mile? 

Mr. Provutx. No, sir. 

Mr. Moss. Well, now, how can you possibly arrive at a cost per 
inile where those items are paid in the operation of these cars with- 
out including it as an operating cost? It is not a purchase cost if it 
comes under that arrangement, and I think that almost any private 
concern would so include that as an operating cost. It is an expense 
against the automobile. 

Mr. Provu.x. Well actually, using the only private company that 
I have available to me, the report of Peterson, Howell & Heather, they 
do not include that as a part of the operating cost. 

Mr. Moss. Well that is amazing to me. What do you call it? 

Mr. Proutx. Here is what we are comparing against a running ex- 
pense—gasoline and we included in there accident repairs—— 

Mr. Moss. Then it is a limited figure; it does not actually reflect 
operating costs? 

Mr. Proutx. We would consider it 

Mr. Moss. They call it a running cost there—that would be more 
accurate—but it is not an overall operating cost. 

Mr. Proutx. Well an overall operating cost would include the rent 
you would have to pay and everything else. 

Mr. Moss. Well, of course you had the Government vehicle owned 
by the Government and so we just assume the capital investment in 
the vehicle itself could be excluded for proper comparison, but I do 
not see how the items not common to the Government vehicle repre- 
senting, therefore, an extra expense in a leased vehicle can be ex- 
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cluded in arriving at a proper computation for a cost per mile opera- 
tion. It is a recurring cost, however you allocate it, and it is against 
the vehicle. Would you not so interpret it ? 

Mr. Proutx. No; I would not. 

Mr. Moss. I even do that on my own automobile. 

Mr. Cuuporr. Is that figure given to you by PHH based upon 
an overall study or is it based upon those particular vehicles that 
were leased to you? 

Mr. Proutx. The comparison we are making now was based on the 
cars that were under lease by us from them. 

Mr. Moss. Where would you put this expense—interest, insurance, 
the management fee you pay, thé taxes and license on the individual 
automobile? Where would you list that? 

Mr. Provutx. That is part of the rental cost of the car. 

Mr. Moss. You are paying rent for the automobile. You are not 
renting insurance; are you ¢ 

Mr. Proutx. Well, that is included in the rental cost of the car. 

Mr. Moss. As a separate item ? 

Mr. Proutx. Only as it is broken down here. 

Mr. Cuuporr. It is a cost of operation. You cannot operate an 
automobile without insurance and without license tax. Now, if you 
have to pay $12 a year for license it is $1 a month cost to operate the 
sar and it adds to the cost of operating the car; does it not? That is 
how I make it out. My accounting studies taught me that. I may 
be wrong, of course. 1 took accounting back in 1926 and 1927 and 
things may have changed. 

Mr. Provu.x. Well, it is a cost of supplying and not operating a car 
would be the way I w ould inter pret it. 

Mr. Moss. Well, now, let us take it this way. If you buy an auto- 
mobile and it is Government- owned, you do not pay insurance, in- 
terest, management, or license. But you take a leased car and you 
do pay it. How are you going to reflect that extra cost for those 
items in order to compare the cost to the Government of the opera- 
tion of the two automobiles ¢ 

Mr. Proutx. Well, there is no way of comparing them because the 
Government does provide its own insurance. There is a cost to the 
Government when it buys its own car for insurance regardless of 
whether we set it down at 0.17 cents a mile or $2.45 a month or how 
we do it. 

Mr. Moss. It is part of our maintenance; is it not? If you repair 
an automobile that is Government-owned that has been damaged, the 
repair of the damage is reflected in your cost of maintaining; is it not ? 

Mr. Provutx. But the attorney’s fees necessary to prosec ute the case 
and what of 

Mr. Moss. You do not pay them on the mileage basis and you do 
not pay them out of your appropriation, do you! We are talking of 
your appropriated funds you are spending. If it is part of the over- 
all cost of the Government you are still going to pay it for the other 
departments. Congress is going to have to be concerned with how it 
appropriates to meet the needs for services of attorneys. But cer- 
tainly, in this 4.52 where you have repair, possibly accident, damage 
on some Government vehicles, it is reflected to that extent in the cost 
per mileage operation of the Government vehicle, but you reflect it 
in no way in the cost of the operation of the leased v ehicle. 
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Mr. Knox. Mr. Proulx, what type of insurance were you required 
to carry on these leased cars ? 

Mr. Provuux. On the leased cars, the leasing company required us 
to carry insurance for public liability and bodily injury. 

Mr. Knox. No collision ? 

Mr. Provu.x. No, no collision. We were self-insured on the col- 
lision. And, to answer Mr. Moss’ question, in the 2.74 there was an 
accident and it was included in that 2.74. 

Mr. Knox. The employee who is driving a Government-owned car, 
who carries the insurance for the public liability and property damage 
to that vehicle? Who is responsible? 

Mr. Proutx. The Government is responsible to the extent of the 
Federal Tort Claims Act. However, the employee has also a responsi- 
bility there for which he carries his own insurance. 

Mr. Knox. Then the employee under the lease provision was not 
obligated to carry any public liability and property damage? 

Mr. Proutx. No; he was fully protected by the insurance policy on 
the car. 

Mr. Knox. What is the cost to the employee where he carries his 
own; that is, where he is driving a Government-owned car and is re- 
quired by the Government to carry public liability and property 
damage? What does that cost him? 

Mr. Proutx. We can’t make it mandatory that they carry that pub- 
lic liability at the present time. 

Mr. Cuuporr. Mr. Knox, would you yield at that point? This 
Tort Claims Act, I think we ought to try to clear it up in the record. 

Now, my understanding of the Tort Claims Act is that the purpose 
of the act was to allow the Government to settle negligence claims 
against it without the necessity of going into Congress for a special 
act. I believe the limitation is up to and including $1,000 for settle- 
ment purposes. If they cannot settle for $1,000 then they go right 
into court without getting an act of Congress, because prior to the 
Tort Claims Act you could not sue the United States without its per- 
mission by an enabling act of Congress; that is, an enabling act in- 
cluding 100, 200, or 300 claims at a time to allow bona fide claimants 
to start an action against the United States Government. But under 
the Tort Claims Act you can start suit immediately and, of course, 
a certain amount of money is appropriated every year by the Congress 
to meet the judgments or settlements made by the Justice Department 
under the Tort Claims Act. Now I think that is the correct.statement 
of the law and counsel here, if I am wrong, can correct me. 

Mr. Knox. I would assume, then, it would be rather difficult to 
determine that cost per unit of operation as far as the Government 
is concerned. 

Mr. Criuporr. Well, I think the Justice Department charges the 
various departments like the Post Office Department—which is a 
very flagrant department as far as accidents are concerned; their 
trucks are always having accidents; they are always being sued under 
the Tort Claims Act or they are always settling claims under the 
Tort Claims Act—and I think they give a report to each department 
as to exactly how much they spent and what vehicles were involved 
and it can be broken down on a cost accounting method basis. And 
in addition, if the post office truckdriver has a certain number of acci- 
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dents, he usually has charges placed against him and sometimes he 
finds himself removed for cause. 

Mr. Moss. That is, the charge of counsel would still be charged 
back ¢ 

Mr. Cuuporr. That is right. I think they break that down and 
give a report to the depar tments —— y year. 

Mr. Moss. In arriving at this 4.52 as opposed to 2.74 cost of opera- 
tion, what common items were used in arr iving at the cost 4 

Mr. Provtx. Gas, oil, maintenance, repairs and greasing, tires and 
tubes, accident repairs, " antifreeze, chains, and any supplies such as 
spark plugs. 

Mr. Moss. I would like to see a cost per mile computed for us on 
the basis of including the insurance, interest, management fees, and 
the appropriation of the tax and license items paid on the leased 
shilin which would not be paid on the Government-owned vehicles. 

Mr. Provu.x. To that 2.74 add the following and you will have it. 
Weare talking just about the leased vehicles now ? 

Mr. Moss. ‘That is right. 

Mr. Proutx. The insurance cost 0.17 cent per mile. The license and 
taxes are high right now because the cars ran only 3 months out of 
the year, 0.52 cent per mile, and the statistical services are 0.07 cent 
per mile. 

Mr. Moss. And interest ? 

Mr. Proutx. The interest and special service of Peterson, Howell 
& Heather is one item here, 0.68 cent per mile. 

Mr. Moss. Then my conclusion would be that you are paying 4.18 
per mile on the leased vehicle despite its being a much newer vehicle 
than the Government-owned, and I think it will reflect much more 
accurately the cost than the figure we received first, because there are 
items that you have on the leased vehicles which you would not have 
in the Government and you are paying for them so they do become an 
operating cost. They are recurring costs. 

Mr. Knox. Mr. Moss, the reason why I pursued that question rela- 
tive to the insurance question was if it could be broken down, I think 
in all fairness if you are going to have the right comput ition that 
that cost of the vehicle or the unit of Government-owned vehicle 
should also be included in determining the overall cost of the average of 
the so-called 32 Government-owned vehicles which were in operation, 
because when there is an accident the Government must make settle- 
ment. They must charge it against some operation, so it should be 
rightly charged back against the vehicle that was involved. 

‘Mr. Moss. It has not been at any time in their accounting. It is not 
in the cost per mile here, but this other is a direct payment on a monthly 
basis and is a fixed amount whether or not there is an accident involv- 
ing the Government vehicle. If there are repairs both automobiles 
would be ch: arged with a specific cost of the repair. 

Mr. Provutx. Well, in this 4.18 you have there, Mr. Moss, you also 
had an item of 0.26 for accident repairs which we had to pay on these 
cars. 

Mr. Moss. You had a cost in there some place, did you not? You 
mean, in addition to this, you have a 0.26? 

Mr. Provtx. No; it is included in the 4.18. 

Mr. Moss. You also have a factor included in the Government ve- 
hicle for accident repair, too. We are still equal; we are trying to 
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get a cost that reflects what the Government is actually putting out 
for these leased automobiles. 

Mr. Kwox. Let me ask you this question, Mr. Proulx. Does this 
4.52 include liability insurance on the part of these vehicles, if you 
have an accident ? 

Mr. Proutx. No, sir. 

Mr. Knox. In other words, if you have an accident and damage to 
some other automobile or injury to a person, there is property damage 
or liability cost involved and it is not included ? 

Mr. Provutx. It is not included in that. 

Mr. Moss. If we excluded it from the computation you still would 
have 4.01. 

Mr. Knox. Right. 

Mr. Moss. And you know that it is not going to cost the Govern- 
ment that much because the Government is self-insured on the basis 
that it is cheaper to handle it that way than it would be to pay an 
insurance company to protect it. So it would still be less. 

Mr. Knox. The question that is involved, of course, is that the 
Government has no liability on the part of this automobile because it 
is covered by another agency. 

Mr. Moss. It has a partial liability: it is still going to have the cost 
of counsel in addition to the payment of the insurance. So the 4.01 
would exclude entirely the consideration of the cost of insurance from 
both vehicles if we eliminate the .17 item which is recurring on this. 
I maintain that the .17 is an excess to the Government-owned vehicle 
and its rent as a self-insured agency. 

Mr. Knox. Well the question in my mind was that to determine 
whether or not there was any accounting procedure where you could 
charge back to that particular unit that was involved. 

Mr. Moss. Well, let us forget insurance. The point I made was that 
a cost of 4.52 as against 2.74 is not good accounting. We will go ahead 
and eliminate insurance and we still have 4.01 as again 4.52 per mile- 
age basis. Then there are other factors that should be considered in 
there over the life of the car. 

There is an extra cost at the time of the acquisition of the original 
automobile, that is, about $300. The Government is buying its auto- 
mobiles for less than $1,400 and they are paying around $1,900 for 
these automobiles. I see here where the State of Pennsylvania is 
averaging $1,070 for Fords, Chevrolets, and Plymouths and I imagine 
that the Government is enjoying just about as good a deal on their 
purchases. I heard someone say the other day it was less than $1,200 
on an average. So actually there may be as much as $700 difference. 

Mr. Cuuporr. I asked the Commonwealth of Pennsylvania to su 
ply us with their plan and their figures. We have also asked the 
State of Maryland to do the same thing, and I think we will be able 
to get the figures here. 

Mr. Moss. You are going to find the leased vehicle is costing con- 
siderable more to operate on a mileage basis excluding the comparable 
first cost than is the Government-owned vehicle. What surprises me 
is that we have to go through hearings to determine what should be an 
obvious fact. The Government has the advantage of buying, not pay- 
ing taxes, self-insured, and how anyone could operate cheaper than 
Government-owned is beyond me. I think it reflects a lack of proper 
preliminary study before going into a lease on an experimental basis. 
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Mr. Knox. Well I recall, and it is possible my statement will not be 
accurate as to what the testimony was that was given here by one of 
the witnesses, but the Government was able to discontinue some opera- 
tions as far as garages were concerned in servicing these automobiles. 
Is that correct ? 

Mr. Moss. Well now, let us take that apart because it has a great 
deal of appeal. But if the Government were operating leased vehicles 
of the same age—remember that under the lease the Government as- 
sumes every item of maintenance and repair—if you had the same 
number of vehicles operating I would bet my bottom dollar that the 
magic of vesting of title in a private company rather than in the 
Government would not reduce your maintenance cost 5 cents nor 
eliminate a single position. 

Mr. Cuuporr. There is only one thing that you cannot compare here 
Mr. Moss, and I think Mr. Knox will agree with me, that when you 
lease a vehicle you have a vehicle leased 2 years old—it may be 1 year 
old—and under our law they have to hang onto these old cars for 6 
years. So that one thing to be said for the leasing of a vehcile is the 
fact that they are new vehicles and, of course, the older they get the 
more expensive they are to maintain. Of course, if we would pass a 
law in the Congress or if the Appropriations Committee would revise 
its regulations to provide that they could replace vehicles in less than 
6 years, just like the Commonweath of Pennsylvania has set up a plan 
whereby they replace vehicles every year, I think that the cost of main- 
tenance would be reduced. 

Mr. Moss. I think so, but it would not be the magic of leasing; it 
would be better management. I think it was testified that there were 
17 automobiles operated by the Bureau of Indian Affairs in Cherokee 
that were replaced by 5 newer automobiles. I think quite a bit of that 
represents mighty poor management. If you have 17 cars and you 
can replace them with 5, then you have a number of automobiles you 
should not have anyway. 

Mr. Lanrcan. The testimony was that the decrease was also a result 
of pooling as well as of new cars. 

Mr. Cuuporr. That is another thing we ought to go into. I think 
this is one of the most important problems facing the Federal Govern- 
ment and I am glad we got into it, and I think when we are through 
with it we will be able to come out with a report that will really give 
some very, very constructive recommendations. 

Mr. Moss. I recommend that the report, whenever it comes out, go 
to the Appropriations Committee. 

Mr. Cuuporr. I think they will be glad to get it. 

Mr. Knox. I agree with you, Mr. Chairman. In the testimony 
prior to today the fact was brought out that you were operating a 
newer vehicle which undoubtedly would not have the repairs that 
were necessitated on an older vehicle, and possibly the Congress have 
been somewhat negligent on their part that they have imposed the 6- 
year vehicle upon the departments, that is, as far as economy is con- 
cerned, in operation. 

Mr. Moss. Mr. Knox, the point I am trying to make is notwith- 
standing the advantages from a maintenance standpoint of the newer 
vehicles, when you take the real cost of the lease on a per mileage 
basis you will find that it is costing more to operate those vehicles than 
it is in operating the old and inefficient Government-owned fleet, and 
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that, therefore, if we took new automobiles Government-owned and 
operated them under a test comparison with a new fleet of leased 
vehicles, you would find the Government would save considerably— 
not on the leased vehicles but on the Government-owned vehicles. 

Mr. Knox. Well, I am not going to dispute you. 

Mr. Moss. I think our energies in trying to get leases would be better 
directed in trying to effect a better policy of management : and a sounder 
policy of replacement on the part of the Appropriations Committee. 

Mr. Cuuporr. Mr. Moss, I think you have given us the answer. 
Now, of course, we cannot bring it down to dollars and cents because 

nobody has taken the trouble to make a study. 

Mr. Moss. I think on these vehicles though we could come down 
with some pretty close costs that would still prove the point. 

Mr. Cuuporr. I do not think there is any question about it. If 
we revised the regulations as far as getting rid of the older Gov- 
ernment-owned vehicles, we would find that it would be much cheaper 
to purchase than it would be to lease. 

Mr. Moss. That is right, and even with the old vehicles it is still 
going to be cheaper. 

Mr. Cuvporr. Iam talking about much cheaper. 

Mr. Moss. Apparently we could look forward to reducing the cost 
of the fleet by about at least a third, maybe more. 

Mr. Cuuporr. And that would be millions of dollars. 

Mr. Moss. Yes. 

Mr. Lanigan. When Mr. Hanson of the GSA comes we might ask 
him to take the figures that PHH complied on these particular ve- 
hicles and analyze them with comparable purchased vehicles on the 
basis of his fleet studies. He will be on, I hope, later today. 

Now, in the invitation to bid, we will just deal with the one at 
Albuquerque, you indicated a willingness to take used cars with up 
to 15,000 miles on them. Did you require any service guaranty or 
warranty in connection with those cars? 

Mr. Proutx. Well there was none required by the invitation. No. 

Mr. Lanican. For all you knew somebody could come in with cars 
that had 15,000 miles of hard mountain driving in New Mexico and 
offer to rent them to the Government and the Government would 
assume all maintenance, repairs, and tires, all of the expenses in 
connection with thecar. Is that not correct? 

Mr. Proutx. Yes; I believe so. 

Mr. Lanican. To be fair, the invitation did say the cars shall be 
delivered in good operating condition. I think we want to be fair 
about that. 

Mr. Proutx. Yes, sir. 

Mr. Lanican. Now what type of inspection did you have arranged 
to determine whether or not used cars delivered to you would be in 
good operating condition ? 

Mr. Proutx. We would just have our superintendent at both agen- 
cies inspect the cars to be delivered and use his best judgment as to 
whether they were in good operating condition. 

Mr. LaniGan. The superintendent i is not a mechanic. 

Mr. Proutx. I assume he would have a mechanic with him. We 
would place the responsibility for accepting those cars in good condi- 
tion on the superintendent. 
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Mr. Lanican. Had you issued any instructions to him as to how 
he would determine whether or not they were in good operating 
condition ¢ 

Mr. Provuxx. No, sir. 

Mr. Lanican. If you were to start out today in the absence of this 
PHH lease, would you issue an invitation offering to take used cars, 
assume all the expenses of repairing them and maintaining them and 
having no guaranty of any kind? Do you consider that, when the 
cars may have been driven over mountains or as taxis or under other 
hard types of driving, sound practice to lease cars of those types, 
receiving all those responsibilities in connection with them ¢ 

Mr. Proutx. W ell, I think there are some things that have to be 
considered there. If we had a shortage of time such as we had in this 
case, we would do what was necessary, what we thought was necessary 
to open up the invitation to enough prospective bidders to permit a 
delivery by that time. On the other hand, regardless of time, if there 
were some indication that by leasing cars w ith up to 15,000 miles had 
an advantage to the Government, I ‘think it could be included. 

Mr. Laniean. In your invitation you did not require the bidders 
to state whether or not they were going to supply used or new cars? 

Mr. Proutx. No, sir. 

Mr. Lanigan. So, how would you even know what you were getting, 
how would you know what expenses you were going to assume—what 
shape the tires were in or the batteries / 

Mr. Provu.x. Well, we used the limited information available to us 
on the operation of cars, the cost of maintenance in operating cars, we 

“ame to the conclusion that there was not a great deal of difference in 
the cost of operating a brandnew car for a year as opposed to a car 
with up to 15,000 miles on it and operating it for a year. Now there 
obviously would be some little difference but not a great deal of 
difference. 

Mr. Moss. I wonder at that point, could you supply us with the 
figures that you used as a basis for that conclusion ? 

“Mr. Prounx. We used the igures that we were just talking about, 
Mr. Moss, based on the Government-owned cars as compared to the 
statistics that Peterson, Howell & Heather had, and they furnished 
them in these weekly newsletters. 

Mr. Moss. How many miles do you put on an automobile on an 
average ¢ 

Mr. Prou.x. At Cherokee we are averaging just under 1,000 miles 
a month ; at Albuquerque just over 1,500 miles a month. 

Mr. Moss. In other words you were going to get automobiles that 
could have almost a year’s use on them and you figured that it would 
not amount to any material increase in operating costs. Now, Mr. 
Proulx, I just cannot honestly believe that you meant what you 

said there. After 15,000 miles in that part of the country you could 
be putting tires on every one of those cars. Now that is not a minor 
operating cost. In many parts of that country you have replacement 
of your filters on the car. You have heavy dust conditions, do you 
not ¢ 

Mr. Proux. Yes. 

Mr. Moss. The cost of maintaining throughout from a lubricating 
standpoint is increased, and yet with 15,000 miles you felt there would 
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be no material increase in the cost of maintaining those automobiles. 
Mr. Proutx. We knew there would be a little increase over a brand- 
- new car but not one that would be significant enough to throw out a 
low bidder. We figured that a firm would be able to bid low enough 
on used cars to make it to the advantage of the Government to award. 
Mr. Moss. How would you know whether you were getting new 
or used cars from the bidder? 
Mr. Proutx. We wouldn’t know. We took the lowest bid we could 


get. 

Mr. Moss. Regardless? 

Mr. Proutx. That is right. 

Mr. Knox. Relative to the guaranty that is not involved, of course, 
in the used cars, the manufacturer guarantees replacements for any 
parts that may have to be replaced up to 90 days or 6,000 miles. That 
is the manufacturer’s guaranty, and I do not know of any dealer that 
extends any guaranty further than what the manufacturer provides. 
But I do not know that that is the manufacturer’s guaranty—either 90 
days or 6,000 miles. 

Mr. Lantean. Did you not tell Mr. O’Brien, the investigator for 
the committee who interviewed you and Mr. Greenwood and Mr. 
Lanigan on this matter, that in New Mexico after cars have gone 
15,000 miles on the tough terrain you have there they are just about 
shot, that sometimes the frames are knocked out of shape and other- 
wise that you find after 15,000 miles you should, in good business, 
replace them ? 

Mr. Provx. That is correct for cars that are operated out on our 
rough reservation roads and terrain. We have had several cars with 
15,000 miles on them or less that were completely shot. 

Mr. Cuvporr. Well who determined the amount of mileage in the 
invitation to bid up to 15,000 miles? 

Mr. Provvx. I don’t know. 

Mr. Cuvporr. Was it because the PHH cars were somewhere close 
to that 15,000? 

Mr. Provtx. I can’t answer that, Congressman. I don’t know. 

Mr. Cuuporr. Yet you know that a car that is operated in New 
Mexico and hits 15,000 miles more or less is pretty well shot; it 
requires a lot of maintenance cost for repairs to keep it operating. 

Mr. Provtx. That knowedge is not for cars operated off our res- 
ervations. That is only for cars operated on the rough. terrain of 
our reservations, and this invitation, I assume, and I assume that 
others who drafted the thing, supposed that the vehicles furnished 
would not be driven on our reservation but rather on paved roads such 
as cars around here. 

Mr. Cuuporr. But you could not tell where they were going to 
be operated. If you needed them in the mountains you put them in 
the mountains; do you not? 

Mr. Provutx. That is where we were using them, but I am talking 
about the cars that would be furnished by the prospective bidder. 

Mr. Laniean. Nothing in the invitation limited the type of use 
of the car. 

Mr, Provu.x. No; only that the car had to be in good operating 
condition. 
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Mr. Cuuporr. And you did not know what kind of a car you were 
going to get. The bidder could elect to give you a 15,000-mile “shot” 
model or a brand-new one. 

Mr. Provutx. We could get a “shot” model if the superintendent 
and the mechanic that he would take with him inspected the car and 
there was some hidden bug in there that he could not find or was not 
noticeable, the same as you get when you go into a used-car lot. 

Mr. Cuuporr. Let us assume that it was in good operating order 
but it was driven 14,900 miles. It would not “stay that way much 
longer than a year. Probably at 16,000 or 17,000 you would have 
some trouble; would you not? That has been your experience? 

Mr. Provutx. I don’t know if there is an answer to that. It could 
be, yes; and on the other hand we have cars that have more than 
16,000 miles on them that do not cost us a penny in maintenance, 
either. 

Mr. Cuuporr. I understand that; that depends on the automobile. 
It is a piece of mechanical equipment. You did say to our investi- 
gator that interviewed you that a car that travels 15,000 miles on 
the New Mexican terrain is.“shot.” You must have some authority 
for saying that. 

Mr. Provutx. We made that statement, but it was confined to the 
cars that the Bureau of Indian Affairs operates in New Mexico out 
on reservation terrain. 

Mr. Cuuporr. You were not leasing them to ride back and forth 
on the New Jersey Turnpike? 

Mr. Proutx. We assumed that they were not to be driven on our 
reservation. 

Mr. Lanican. Isn’t there just as tough terrain off the reservation 
in New Mexico as there is on the reservation ? 

Mr. Provutx. I wouldn’t think so. 

Mr. Lanicgan. You mean the reservations have the very worst ter- 
rain in the whole State? From a roads standpoint the condition of 
the roads on a reservation will be 

Mr. Provxx. I am talking not of the principal roads but of the off 
the main roads on the reservation in which a lot of these cars have 
to travel daily which are nothing but trails and they are rougher than 
the average in the State of New Mexico; yes. 

Mr. CuuporF. I do not know whether you can answer this question 
or not but I just ask it for what it is worth, and it is all right if you 

‘annot tell me. Would it be possible if you leased 20 vehicles and 
they showed a speedometer reading of 10,000 miles, would it be possible 
for you to determine whether that : speedometer had been turned back ? 

Mr. Provutx. I don’t know. Iam not a mechanic; I don’t know the 
answer. 

Mr. Cuuporr. I was just wondering. 

Mr. Moss. I think the buying public has been trying to determine 
that for years. 

Mr. CHuporr. Well all we have to do is say that any automobile 
that is used in interstate commerce shall have a sealed speedometer 
that cannot be tampered with or turned back. As a matter of public 
interest I think that would be a good law. 

Mr. Moss. How would you know whether it has been tampered with 
or repaired ? 
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Mr. Chairman, I have one question or one request. What was the 
recommendation of Peterson, Howell & Heather as to the number of 
miles you should drive these cars before replacement? Was it around 
20,000 miles ? 

Mr. Provuwx. 2,000 miles a month for 2 years. 

Mr. Moss. Then it was 24,000 miles. Now the 2,000 miles a month 
would be on a 2-year basis. 

Mr. Provuwx. If the car is driven 2,000 miles a month. 

Mr. Moss. It should be a 2-year basis or 1-year ? 

Mr. Proutx. It should be annually if 2,000 miles a month. 

Mr. Moss. And yet you were willing to lease automobiles within 
9,000 miles of the maximum use your experts advised should constitute 
the policy of the Bureau. 

Secondly, the request, Mr. Chairman. I would like to have, if pos- 
sible this afternoon, here for questioning the gentleman who deter- 
mined that 15,000 miles protected the Government interest and was 
a reasonable limit in this bid. 

Mr. Cuuporr. I want to say, in answer to that, Mr. Proulx said he 
did not know who it was. 

Mr. Moss. Well someone in the Bureau of Indian Affairs must have 
finally made the decision and that person, whoever he is, I would like 
to have here and find out why 15,000 miles was determined upon. 

Mr. Cuuporr. Mr. Proulx, will you see if you can get that gentle- 
man here this afternoon when we reconvene ¢ 

Mr. Prouxx. I will try. 

Mr. Cuuporr. Mr. Lanigan has two questions and then we are go- 
ing to recess, and I think we will be through with you, Mr. Proulx, 
and we will start with Mr. Greenwood this afternoon. 

Mr. Moss. I know specfications do not grow by themselves. ‘ 

Mr. Laniean. In your invitation to bid for the cars on July 1, at 
that time you were interested in getting the transportation starting 
July 1, were you not ? 

Mr. PRoutx. Yes, sir. 

Mr. Lanigan. Why is it that you in your invitation specified eight- 
cylinder middle-line Fords, Chevrolets, and Plymouths¢ Why didn’t 
you let someone come in who wanted to supply transportation cheaper 
and use low-line eights or sixes? Just why was that limited to eight- 
cylinder middle-line cars ? 

Mr. Proutx. The limitation there was based on the fact that it was 
our feeling that the low bidder on this invitation would be a firm that 
operated on a depreciation basis. 

Mr. Laniean. You allowed other bidders to come it. Why didn’t 
you throw the field open, just say lowest bidder come in and give us 
our transportation? Isn’t it a fact, just to be frank about ‘it, you 
expected Peterson, Howell & Heather to come in? That is why you 
took used cars and that is why you specified the types of cars that 
were already there. 

Mr. Proutx. I won’t say it is a fact that I guaranteed myself that 
they were coming in. I thought that they would be in a position to 
submit a more favorable bid to the Government, but I also knew of 
this Rollins Co. and I wasn’t altogether sure that they wouldn’t beat 
out — Howell & Heather or anyone else for that matter, as 
they di 
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Mr. Lanican. What other reason would there have been for re- 
quiring the middle-line eights rather than low-line eights or allow- 
ing the lowest price line of eights or sixes? Rollins might have come 
in with sixes or any other bidder might have come in and supplied 
you with the transportation. 

Mr. Proutx. Well, as I say, the only reason that I know of that the 
eights are in there is because it was felt that the depreciation-type 
leasing concern would be the low bidder. 

Mr. Cuuporr. I think we pretty well brought it out that those 
middle-line eights were in the enclosure in New Mexico on the reser- 

vation and certainly you wanted to do something for Peterson, Howell 
& Heather who had been very kind to you and offered their expert 
advice, and you felt bad and thought if you could work it out so that 
they would get the contract that would be sort of compensating them 
for the kind advice and the things that they did for you in setting 
up this lease. 

Mr. Laniean. That is the line of questioning but I don’t seem to 
be able to get any answer. 

Mr. Cxuporr. Well you can draw your own conclusions. If you 
read the record you do not have to get an answer to it; it speaks for 
itself. 

We will recess until 2: 30 p. m. 

(Whereupon at 12:30 p. m., the hearing recessed to reconvene at 
2:30 p. m.) 


AFTERNOON SESSION 


Mr. Cuuporr. The subcommittee will be in order. 
Mr. Proulx will you come back to the chair, please. 


FURTHER TESTIMONY OF DONALD A. PROULX, CHIEF, BRANCH 
PROPERTY SUPPLY, BUREAU OF INDIAN AFFAIRS, DEPARTMENT 
OF THE INTERIOR 


Mr. Cuuporr. Before we recessed this morning, I requested that 
you secure for us the communication that you received from Peterson, 
Howell & Heather as to the specifications they suggested in the in- 
vitation to bid. You said that you would get ‘that. for us this after- 
noon. Were you successful in getting that? 

Mr. Provtx. I have it right here in my briefcase. I had about three 
copies made. 

Mr. Cuvuporr. I presume this is reversed, page 2 is on top of page 1. 

Mr. Proutx. Yes. 

Mr. Cuuporr. Now, these specifications suggested by Peterson, 
Howell & Heather were practically verbatim out of the original lease 
to you, which was declared void and illegal by the General Account- 
ing Office; is that true? 

Mr. Provtx. Well, they tie into that very closely. 

Mr. Cuvuporr. My recollection is that they almost meet the original 
lease on all fours that is the specification. I haven’t compared them. 
We will have somebody on the staff compare it. 

Mr. Lanican. Could we enter this as an exhibit for the record, 
exhibit J? 

Mr. Cuuporr. Without objection, it will be so entered. 
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(The document referred to was marked “Exhibit J,” and follows :) 


ExnHrBit J 


Pererson, Howei.t & HEATHER, INC., 
Baltimore, Md., May 10, 1955. 
Mr. D. G. PRovu.x, 
Bureau of Indian Affairs, United States Department of Interior, Room 4222, 
Washington, D. C. 

Dear Don: Attached are some revised ideas for your invitation for bids with 
regard to the leasing of cars after July 1, 1955. You will note that it includes 
both the leasing specifications and the requirements of management services 
which you may be able to use. 

Please let Harley or me know if we can do anything else along this line. 

With best wishes, 


Sincerely yours, 
PetTErRsON, Howeitt & HEATHER, 


John 8. Lalley (per J. M.), 
Joun S. LALiey. 


Bip SPECIFICATIONS, BUREAU OF INDIAN AFFAIRS 


The Bureau of Indian Affairs of the Department of the Interior desires to lease 
or rent passenger automobiles and station wagons for use by its agents and 
employees at various centers in the United States for a period of 1 year beginning 
on July 1, 1955. In addition, the Bureau desires to secure certain management 


services for all cars leased. 
SPECIFICATIONS AS TO THE LEASE 


1. The lessor must agree: 

(a) To purchase passenger cars; the make, model, body style and equipment 
of which is to be specified in advance by the Bureau. 

(b) To make deliveries at locations and on the dates to be specified in 
advance by the Bureau. 

(c) To lease the cars to the Bureau for 1 full year from the date of delivery 
and provide the Bureau with an option to extend the lease as to any 
particular car for an additional period of up to 1 year as specified 
by the Bureau. 

(d) To provide liability insurance against bodily injury ($100/300,000) and 
property damage ($25,000) naming the lessor and the Bureau as in- 
sureds under the policy. 

(e) To accept surrender of the leased cars at the end of 1 year from the date 
of delivery or extension thereof as provided in specification C and at 
the point of original delivery for such car. 

(f) To arrange to sell the leased cars at a reasonable price within 30 days 
after surrender by the Bureau. 

(g) To compute depreciation on each leased car by subtracting the sum of 
the resale proceeds from the total original cost and bill the Bureau the 
amount of such depreciation. 


. The Bureau as lessee will: 

(a) Accept delivery of all cars ordered provided they are in good operating 

condition and pay monthly the amount of rental agreed upon by the 
parties. 

(b) Assume responsibility for and pay the entire cost of all taxes (except 
Federal or State income taxes) as well as all license fees arising out of 
the operation or use of the leased cars during the entire lease terms 
thereof. 

(c) Assume responsibility for and pay all operating expenses incurred dur- 
ing the lease terms for the cars including, but not limited to, gas, oil, 
maintenance and accident repairs, etc. 

(d@) Surrender the leased cars to the lessor at the expiration of the lease 
terms or extensions thereof and at the point of original delivery. 

(e) Assume all responsibility for and pay the entire cost of depreciation 
on each leased car as determined by the amount realized from the sale 

of the car from the original cost of the car. 
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SPECIFICATIONS AS TO MANAGEMENT SERVICES 


1. The lessor must agree: 

(a) To provide monthly performance reports on all cars under lease. 

(b) To submit monthly itemized analysis of mileage and operating expenses 
for each leased car, calling to the Bureau’s attention items that appear 
to be out of line in relation to normal. 

(c) To submit final operating cost analysis on each car sold. 

(d) To analyze repair bills and submit warranted claims to the manu- 
facturer and/or dealer and to turn over to the Bureau all proceeds of 
such claims. 

(e) To submit periodically a recommended program for the replacement of 
leased cars operated more than 1 year aimed at keeping depreciation and 
operating costs to a minimum. 

(f) To advise the Bureau through publications and personal visits, etc., 
on any and all matters aimed at maximum fleet efficiency at minimum 
cost. 

(g) To handle the initial titling and registration on all leased cars through 
the dealer from whom the car is obtained. 

(h) To provide the Bureau with results of any special studies on fleet 
operations that may be warranted or necessary. 

. The Bureau as lessee agrees: 

(a) To provide the lessors with the monthly fleet expense reports kept by 
the drivers of the respective leased cars. 

(b) To pay the lessor monthly the agreed upon price for such services. 

Mr. Cuuporr. Mr, Moss. 

Mr. Moss. I have been interested in that used car provision. I 
notice here on the first page of the suggested specifications, “The 
Bureau as lessor will accept delivery of all cars ordered provided 
they are in good operating condition,’ which would indicate at some 
point in this discussion there was a consideration of used cars being 
acceptable under this, otherwise, why the assumption here that you 
have to be concerned with operating conditions, which you wouldn’t 
be if you were getting new cars? This was a revision, according to 
the chronological statement of Peterson, Howell & Heather, of sug- 
gestions apparently on the basis of Mr. Howell’s testimony verbally 
given after the first lease was canceled. In the course of discussing 
the preliminary recommendations for specifications, did you discuss 
used cars ? 

Mr. Proutx. We did. AsTI recall this informal meeting 

Mr. Moss. It was then sort of assumed that you were going to go 
ahead and ask for used cars? 

Mr. Provuix. I wouldn’t say it was assumed, I think the question 
was raised either by Mr. Lalley or Mr. Howell as to whether or not 
we could accept used cars, or that we could advertise for used cars, 

Mr. Moss. On what basis as to whether you could accept them, the 
legality ? 

Mr. Proutx. Whether it was the policy of the Government to accept 
them. 

Mr. Moss. The legal policy or administrative policy 

Mr. Provtx. I think administrative policy. 

Mr. Moss. I was just wondering whether you were developing into 
curbstone lawyers over there. 

Do you notice that? 

Mr. Cuvporr. I see that. 

Mr, Moss. It is rather interesting because it presupposes the ac- 
ceptance of used cars. 
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Mr. Cuvuporr. Mr. Proulx, did you know Mr. Howell or Mr. Lalley 
before you entered into this agreement with them? Were you friendly 
with them ? 

Mr. Proutx. Well, to the extent of the discussions that we had. But 
before Mr. Howell came over to our office on August—whatever date 
that was, 16 or 18—I had never met anyone from Peterson, Howell & 
Heather. 

Mr. Cuuporr. August 18, 1954. 

Mr. Proutx. What was the first date that we met there ? 

Mr, Cuuporr. Did you know Mr. Lalley ? 

Mr. Proutx. No, I knew no one in that organization; didn’t even 
know the organization existed. 

Mr. Cuuporr. But you did become quite friendly with them after 
entering into these agreements ? 

Mr. Provutx. Friendly only to the extent that you get in meetings. 
We had several meetings and the phone calls that they made concern- 
ing the lease. 

Mr. Cuuporr. You never mingled with them socially ? 

Mr. Provutx. No, sir. 

Mr. Cuuporr. But you did get friendly enough with them for them 
to call you by your first name, and you called them by theirs. 

Mr. Provutx. That seems to be their policy. 

Mr. Cuuporr. That is their business practice to call you Don and 
when they write you a letter, they say, “please let Harley or me know.” 

Mr. Proutx. There was nothing that invited that, that just seems 
to be the way they write. 

Mr. Cuvuporr. Well, some men think that is good business practice, 
I guess. Now, one other question and I think we will be through 
with you. You never at any time accused this committee of being 
political, did you? 

Mr. Prov.x. Not to my knowledge; no, sir. 

Mr. Cuuporr. And you will readily agree that there is nothing 
political about trying to operate an automobile as cheaply as possible 
so that the taxpayer will benefit ? 

Mr. Proutx. No, sir. That is what I am here for. 

Mr. Cuvuporr. None of the members of the staff, the staff director, 
or the investigator or the counsel ever pushed you around, or anything 
like that; did they? 

Mr. Provutx. No, sir. I have been treated most highly by all of 
the members of the committee. 

Mr. Cuuporr. Do you feel in your judgment, as a Government em- 
ployee for many years, that there is a definite problem and something 
should be done by the Congress, as far as recommendations are con- 
cerned to either straighten out the law or the regulations, so that you 
know where you are going on the purchase of automobiles in the 
future? 

Mr. Prov.x. I think that has been very conclusively shown at the 
hearings. 

Mr. Cuvporr. And you feel that we will do a constructive job if we 
make some recommendations ? 

Mr. Proutx. I most certainly do. 

Mr. Cruporr. Do you have any more questions, Mr. Moss? 

Mr. Moss. Yes. The suggested specifications which seem to be, Mr. 
Proulx, despite your statement that they were greatly different than 
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the specifications which were finally developed by the Bureau of 
Indian Affairs, I think, in substance, they appear to be very much the 
same. I am not implying that there is anything wrong with that. 
But certainly it presupposes that you would seek leases « on a depre- 
ciated basis, and arrange to sell these cars for a reasonable price within 
30 days after surrender by the Bureau, and to compute the deprecia- 
tion on each leased car by substracting the sum of the resale proceeds 
from the total depreciation reserve and bill the Bureau the amount of 
such difference, and a number of points that assume a desire on the part 
of the Bureau to seek its bids under a depreciated policy rather than 
a fixed rental policy. Why did you lean to that type of lease as being 
better ? 

Mr. Provtx. I don’t think we had any intention of leaning to any 
particular type of lease. The invitation was drawn to try and draw 
out the bids from any type of lessor. We knew that there was a flat- 
rate type. We knew that there was a depreciated-type lessor. We 
spelled out those as near as we could to draw out bids. Then we 
provided in there a place where anyone could bid if they had a differ- 
ent operating procedure than the flat rate or the depreciated type. 

Mr. Moss. A very broad basis of request. 

Mr. Proutx. We asked them—not knowing what type it could pos- 
sibly be, we asked them to submit a plan of their type of operation 
with their bid. 

Mr. Moss. What staff work had been done and has been done up to 
this date to give you the basis for evaluating responses from firms 
under the different types of offers which could have made—the fixed 
price as opposed to the depreciated one? Have you ever had any 
estimate as to how much additional you might have to pay upon the 
termination of the lease when the automobiles were sold—how closely 
your depreciation schedule would actually meet gross depreciation 
when the automobile was offered for resale? 

Mr. Provutx. I am a little confused by your question. 

Mr. Moss. Let me put it this way: You set up a 2-percent depre- 
ciated schedule, or two and something. 

Mr. Prouux. I think in our invitation we said that the NADA guide 
indicated a depreciation of 34 percent average for a car 18 months old. 

Mr. Moss. In the lease that you had originally, it was around 2 or 
214 percent. 

Mr. Provux. In the original lease with Peterson? 

Mr. Moss. Yes. 

Mr. Provtx. That was set up on a 2-percent-per-month depre- 
ciation. 

Mr. Moss. Was it based on NADA resale or wholesale basis? 

Mr. Provuux. That was based on Peterson, Heather & Howell’s 
experience in the market. 

Mr. Moss. How did that match NADA experience? 

Mr. Proutx. Well, based on what we had checked out with NADA, 
PHH would be depreciated 36 percent in 18 months, and the NADA 
guide showed 34 percent. 

Mr. Moss. On the basis of the wholesale or retail depreciation ? 

Mr. Provutx. Wholesale. 

Mr. Moss. I think that is all for the moment. 

Mr. Cuuporr. One other question. Mr. Moss requested that you 
give us the name of the person who decided the 1,500-mile limitation 
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should go into the invitation to bid. Were you able to get the name 
of that person for us? , 

Mr. Proutx. I went back with the group that worked on this in- 
vitation to bid and there was no one individual that was responsible 
for it. It was the conclusion of the group that the invitation to bid 
requesting used cars would open up the invitation to a field where we 
could get more favorable bids that would be able to meet delivery 
date of July 1. 

Mr. Cuuporr. Does that satisfy you, Mr. Moss? 

Mr. Moss. No; it doesn’t satisfy me at all. It surprises me that 
no one person finally determined it. I would just like to question 
the person. It is a sort of buckpassing routine. 

Mr. Cuuporr. Why did you make it 15,000 instead of 10,000 or 
20,000 ? 

Mr. Proutx. I don’t know. That just seems to be a figure that they 
agreed upon would be a realistic figure. 

Mr. Cuuporr. Could it be that Peterson, Howell & Heather’s auto- 
mobiles got within the 15,000-mile criteria ? 

Mr. Provutx. I don’t think that had any bearing on the 15,000. I 
think if anyone were getting the invitation geared to just have Peter- 
son, Howell & Heather meet it, they could have taken that 15,000 
down quite some figure and had the majority of their cars meet it. 

Mr. Moss. The thing that really disturbs me on it is this. In put- 
ting in the 15,000 miles, they were recommending a figure which was 
almost two-thirds of the estimated normal life of those automobiles 
under the recommendation of the management advisory firm, which 
firm, I understand, was employed by the Bureau under a different 
contract. And that is Peterson, Howell & Heather. When you go 
within two-thirds of the recommended use of a vehicle, I am dis- 
-turbed, that in the discussion with the 4 gentlemen—apparently, there 
were 4 that participated in the drafting of the specifications—so little 
consideration was given to protecting the interests of the United States 
Government in this matter. It is admitted by Mr. Proulx that cer- 
tainly at that period there could quite reasonably be an increase in 
management costs. It would be taking over someone else’s headaches, 
someone else’s troubles, and I cannot understand why the decision 
was arrived at. There is no substance to the statement that it would 
invite wider participation, because from a bid one couldn’t tell whether 
it was new or used. 

And I think, Mr. Proulx, in all honesty that is an extremely weak 
crutch. I think there must have been something else. And the lack 
of frankness in telling us what it was, I regret. But, certainly, when 
you confined the bid as tightly as you did by that act, you closed out 
many potential bidders. A lot of them just wouldn’t fool around 
with a bid on that basis. And the excuse that that would broaden the 
opportunity in view of the whole history of this transaction, I don’t 
think is an excuse at all. I think it shows a very fine disregard for the 
Government’s interests in a transaction of this type to include speci- 
fications permitting the use of used automobiles. 

Mr. Cuuporr. Mr. Moss, giving the Bureau of Indian Affairs the 
most liberal benefit of the doubt, it appears to me that they were most 
negligent, if not willfully negligent, in arriving at a figure of 15,000 
without showing some justification. 





met 
N 
N 
fun 
erty 
spec 
util 
NM 
tion 
the 

righ 
M 
M 
Hoy 
M 
M 


CONTRACTS FOR RENTAL OF AUTOMOBILES 183 


Mr. Moss. I would be inclined to use a much harsher term than 
negligence. I would say that on that point it was a matter of com- 
plete disregard or incompetence. 

Mr. Cuuporr. Do you have any further questions, Mr. Moss? 

Mr. Moss. No. 

Mr. Cuuporr. Mr. Lanigan ? 

Mr. Lanican. No. 

Mr. Cuuporr. That is all, Mr. Proulx. Thank you. 

Mr. W. Barton Greenwood, Assistant Commissioner of Indian 
Affairs. 

Mr. O'BRIEN. Do you solemnly swear that the testimony you are 
about to give is the truth, the whole truth, and nothing but ‘the truth, 
so help you God? 

Mr. Greenwoop. I do. 


TESTIMONY OF W. BARTON GREENWOOD, ASSISTANT COMMIS- 
SIONER FOR ADMINISTRATION, BUREAU OF INDIAN AFFAIRS, 
DEPARTMENT OF THE INTERIOR 


Mr. Lanican. Will you state your full name and position, Mr. 
Greenwood ? 

Mr. Greenwoop. My name is W. Barton Greenwood, Assistant 
Commissioner for Administration, Bureau of Indian Affairs. 

Mr. Lanican. And how long have you been with the Bureau of 
Indian Affairs? 

Mr. Greenwoop. Approximately 29 years. 

Mr. Lanican. Were you employed by the Government prior to the 
time you came to the Bureau of Indian Affairs? 

Mr. Grrenwoop. Yes, sir; I was. 

Mr. Lanican. Where? 

Mr. GreEenwoop. I served in the Post Office Department and for- 
merly the War Department. 

Mr. Lanigan. And what are the duties of your present position? 

Mr. Greenwoop. I have general supervision of the administrative 
functions of the ie 1u which include personnel management, prop- 
erty management, fiscal management, audit, internal audit, and in- 
spection program, construction and maintenance of buildings and 
utilities. 

Mr. Lanican. Your duties, then, included supervision of the execu- 
tion of the leased contract with Peterson, Howell & Heather and of 
the subsequent actions taken in connection with the contract; is that 
right? 

Mr. Greenwoop. That is correct. 

Mr. Lanican. Did you sign the original contract with Peterson, 
Howell & Heater? 

Mr. Greenwoop. I did. 

Mr. Lanican. And that was part of the duties of your position ? 

Mr. Greenwoop. That is correct. 

Mr. Lanican. Now, could you tell us how the Bureau of Indian 
Affairs reached the decision ‘to lease automobiles? 

Mr. GreENwOop. I think it has been brought out here before in 
previous testimony that it resulted from a study that was made, a 
management study that was made, at the Cherokee agency. The group 
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that made that study came back and recommended to the Commis- 
sioner that we undertake the testing program to determine whether or 
not it would be advantageous under the restrictions that the Bureau 
had to operate under to lease automobiles rather than to buy and 
operate its own automobiles. 

Mr. Lanigan. Were you a member of the group that made the 
study ¢ 

Mr. GreENwoop. No; I was not. 

Mr. Lanican. Did you approve their recommendations to the Com- 
missioner ¢ 

Mr. Greenwoop. I don’t know that I formally approved it; I cer- 
tainly voiced no objection to it. 

Mr. Lanican. Did they discuss it with you before they made the 
recommendation to the Commissioner ? 

Mr. Greenwoop. I don’t recall; they may have. Certainly they did 
afterward. 

Mr. Moss. Was this study in the nature of a written report? 

Mr. Greenwoop. I think it was partly oral and partly written. 

Mr. Moss. And what was there in it that proved convincing to you 
as to the advisability of entering into a lease for the use of auto- 
mobiles ? 

Mr. Greenwoop., I think the fact that we were operating at Cherokee, 
about 17 automobiles, which was obviously in excess of the number 
of cars that were actually needed, if those cars were in good condition. 

Mr. Moss. Well, we have had that brought up before. How many 
of them were eliminated because of the lease and how many were 
eliminated because of the pooling arrangement ? 

Mr. GreeNwoop. I don’t think I can tell you what that division 
might be. I certainly wouldn’t say that all of them were eliminated 
because of the lease. 

Mr. Moss. Was there any suggestion for improving management of 
the fleet you owned at that time, in an effort to cut costs and to perhaps 
get better performance from the automobiles ? 

Mr. GrEENwoop. No; because the restrictions under which the Bu- 
reau is operating are such that even under whatever improvements we 
might make in the management of the fleet itself, we would still be 
faced with the problem of operating old automobiles. 

Mr. Moss. Sure, you would be faced with the problem of operating 
old automobiles, but there can be efficient operation of old automobiles 
and poor operation of old automobiles. 

Mr. GreeNwoop. That is correct. 

Mr. Moss. I think if you were operating 17 automobiles and you 
could cover the same job with 5, it indicates that not only did you have 
old automobiles but poor management. 

Mr. Greenwoop. That might be the indication. Part of the 17, 
however, were being used in the training program. 

Mr. Moss. Did you abandon the training program ? 

Mr. GreeNwoop. It is a GI training program. I think it has been 
discontinued. 

Mr. Moss. How many were there? Then they wouldn’t properly 
be part of your operating fleet for normal purposes. They would be 
for another purpose. 

Mr. Greenwoop. They were being used for Bureau purposes, and 
also used in the GI training program. 
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Mr. Moss. To what extent, Mr. Greenwood. 

Mr. Greenwoop. To the extent that they were needed. 

Mr. Moss. Now, on the basis of the old automobiles, was a determi- 
nation made as to the number of old automobiles you would have to 
have to cover the ground of the leased automobiles in order to allow 
for time in maintaining them? Did you need 7, 10, or 12% What 
ratio did you have to have? Apparently there was a ratio of 3 tol 
of the actual number of cars, as against the needs of the Agency if the 
cars were properly operating, or was there any determination in this 
survey as to—— 

Mr. Greenwoop. No; I don’t think so. 

Mr. Moss. What was so attractive, then, about the lease? There 

yas a contention made that perhaps under a lease you might be able 
hen do something, and I can’t get clear in my mind what you were going 
to do one way, that you couldn’t have done with your present “fleet, 
except erhaps have a better performing automobile. 

Mr. GrEENWoop. That was the objective. Let me emphasive again, 
Congressman, that the sole purpose of this was to conduct a test. We 
had no idea of extending this to the whole service, field service. 

Mr. Moss. Unless it proved 

Mr. GreENwoop. Advantageous. 

Mr. Moss. Advantageous. 

Mr. GreENwoOop. And, under the same restrictions, the same re- 
strictions applied. 

Mr. Moss. You have testified to 29 years of service in the Bureau 
of Indian Affairs and you are in direct charge of the fiscal operation 
and management of the Bureau. Is that correct? 

Mr. GreeNwoop. Yes. 

Mr. Moss. If you are going to conduct a test that is going to pro- 
duce information of meaning, aren’t you going to have to carefully 
control the conditions under which the test is conducted ? 

Mr. GrEENwoop. That is correct. And we thought we were. 

Mr. Moss. How? 

Mr. GreENwoop. We set aside 32 automobiles out of our regular 
fleet 

Mr. Moss. Including this 17? 

Mr. GREENWOOD. No, not including the 17. 

Mr. Moss. Well, we haven’t had the 32 identified. 

Mr. Greenwoop. I think Mr. Proulx read the list off this morning. 

Mr. Moss. I thought that was part of the 17 which were the old, 
beat-up equipment you had. 

Mr. GreENwoop. No, sir. 

Mr. Moss. How many of the 17 were in that group ? 

Mr. GrEENWwoOop. None. 

Mr. Moss. How many of the automobiles used were in the GI train- 
ing program ? 

Mr. GreEenwoop. None. 

Mr. Moss. These were all automobiles operating on Bureau business. 
Let’s find out how many leased automobiles it took to replace those 32 ? 

Mr. GREENWOOD. Not any. 

Mr. Moss. Surely, it tooksome. You didn’t just wipe out the 32 and 
proceed to operate without any ? 

Mr. GreENwoop. Those 32 cars that I speak of were cars in the Gov- 
ernment fleet being operated daily for Bureau purposes. We put them 
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under strict control for comparison purposes with the 39 leased auto- 
mobiles. 

Mr. Moss. When did you put them under, as soon as you took over 
the 39 leased automobiles ¢ 

Mr. Greenwoop. Yes. 

Mr. Moss. That is the point I am getting at. You did not set up 
prior to this, prior to entering into the lease, any definite control lines 
for deeper evaluation of your leased performance? 

Mr. GreEnwoop. We thought we had by putting these 32 cars—Gov- 
ernment-owned cars under strict control. 

Mr. Moss. Where were they operating ? 

Mr. Greenwoop. In the Gallup area, that is, the Gallup, N. Mex., 
office, which includes the States of Arizona, New Mexico, and Col- 
orado. 

Mr. Moss. Mr. Proulx indicated that the driving conditions at 
the reservation at Albuquerque were the poorest in New Mexico in 
his testimony this morning. 

Mr. GreENwoop. We have rough conditions elsewhere, too. 

Mr. Moss. I think it was the sense of the testimony that they were 
unquestionably the worst roads that you encountered in New Mexico, 
in the Albuquerque area. 

Mr. Greenwoop. I would say that we have just as bad roads to 
contend with in the Navaho Reservation in Arizona. 

Mr. Moss. Why was the cost of interest, management, and taxes and 
gasoline fees included in the computation of the cost per mile of 
operating these automobiles ? 

Mr. Greenwoop. We were trying to use items that were comparable, 
such as running expense items. 

Mr. Moss. Ordinarily, aren’t those figures considered to be part of 
the operating expense ? 

Mr. Greenwoop. Ordinarily, they would be, but we had no com- 
parable figure on the Government-car side. 

Mr. Moss. If you are going to tell this committee what it costs the 
Government car A, Government-owned, and car B, leased, wouldn’t 
you have to have those figures included in the cost of operation ? 

Mr. Greenwoop. If we wanted the comprehensive cost, we would 
have to add to the Government car depreciation and interest on the 
Government investment. 

Mr. Moss. That value is a noncomprehensive cost ? 

Mr. Greenwoop. We were comparing only running expenses. Let 
me say that we didn’t for a minute believe that if we were free 
to operate our fleet in the most economical manner that it would be 
more economical to the United States to lease cars rather than to 
buy and operate its own cars, not for a minute did we think that. 
But under the conditions under which we had operated, the restric- 
tions that applied, we thought that we could save enough money in 
running expenses alone to more than offset any differential in the 
‘apital investment that the Government would put into the leased 
cars. 

Mr. Moss. Do you think that has proved out ? 

Mr. Greenwoop. I think it certainly has been indicated by the lim- 
ited experiment that we conducted on that 3 months’ basis. 

Mr. Moss. And on that basis, why haven’t you included the excess 
cost of the leased automobiles to the cost of the Government auto- 
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mobiles, and computed over the life of the leased automobiles on a 
2-year basis or 1-year basis, and included a little depreciation, be- 
‘ause you are going to pay that directly. You don’t make an in- 

vestment and then ride : ae for 6 years. You have set up your rate 

of depreciation of at least two-thirds and you are going to have to 
have comprehensive figures. Wouldn’t you have to have some con- 
sideration given to those items of increased cost ? 

Mr. GrEENwoop. I think you would, but you would need to have 
more than a 3 months’ period to conduct your test. 

Mr. Moss. But you have laid down the lines, and you are going to 
have to develop these figures. Just what would you put in and include 
and what have you planned to put in and include in the items of cost 
as a basis of comparison / 

Mr. GREENWoop. We hadn’t come to any definite conclusion because 
the experiment was still underway and was terminated before— 

Mr. Moss. It wasn’t planned in any great detail prior to—— 

Mr. Greenwoop. We expected to develop this as we went along. 

Mr. Moss. Did you approve a request for bids? 

Mr. GREENWoOp. I approved the final draft, yes, sir. 

Mr. Moss. Did you participate in the conference leading up to it? 

Mr. GrREENWOop. No, sir. 

Mr. Moss. Did you give any thought to the very limited period after 
the bids were returnable before the services would be required / 

Mr. Greenwoop. Yes, sir, I did. 

Mr. Moss. Did it seem like a reasonable period to you? 

Mr. GreENwoop. It did indeed; yes, sir. 

Mr. Moss. Despite the fact that only one of the bidders would have 
been able to meet the time limit ? 

Mr. GrEENWwOop. Well, that proved to be the case after the bids 
were in. We certainly didn’t think that there would be only one 
bidder that would be able to meet the advertisement at the time it was 
issued. I might say that the July 4 or 5 issue of Time magazine indi- 
cated that there were over 800,000 cars in dealers’ hands, or in transit 
to dealers, during the month of June. 

Mr. Moss. Mr. Greenwood, you know that down in the Albuquerque 
area of New Mexico you don’t have very large dealers. They would 
be more inclined to operate under more restricted conditions than 
dealers in metropolitan areas 

Mr. GrEENwoop. We were talking about 30 automobiles not 30 of 
one make. The dealer was at liberty to find 10 of any 3 makes. 

Mr. Moss. I don’t imagine you will find any dealer down there with 
30 automobiles or even 10 automobiles in inventory. 

Mr. Greenwoop. Certainly, they could have gotten them in short 
order. 

Mr. Moss. That is not a very specific term. They might come in 
from Los Angeles or some point in the Middle West and it might be 
a week or 2 or 3, even though there would be an abundant supply, 
but it would be some time before they could actually accomplish 
physical delivery. Did you approve this 15,000 provision? 

Mr. Greenwoop. I approved the final draft of the advertisement 
which included the 15,000-mile provision ; yes, sir. 

Mr. Moss. Did you participate in any of the discussions where this 
question of the used car was considered ? 
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Mr. Greenwoop. Not in any of the discussions. I think I was con- 
sulted on whether or not we should include used cars in the advertise- 
ment. 

Mr. Moss. What advantage did you feel would accrue to the Gov- 
ernment in permitting the bidder to supply used cars? 

Mr. Greenwoop. I thought it would widen the field of competition. 

Mr. Moss. Why? 

Mr. Greenwoop. Because if we confined it to new cars, we would be 
excluding a lot of these rental firms that operate with used cars. And 
I understand there are more than 40,000 rental vehicles in the country. 

Mr. Moss. Normally, when they rent automobiles, they maintain 
them, don’t they, unless it is under this depreciated basis! And ap- 
parently, Peterson, Howell & Heather indicated they were about the 
only firm that worked the type plan that they had proposed to the 
Government. 

Mr. Greenwoop. No, I think two of the firms that operate on a 
national basis, that we got prices from, gave us a price that did not 
include the oil and gas or maintenance. 

Mr. Moss. Didn’t you think that there would be, in all probability, 
a considerable increase in cost to the Government of the used car with 
15,000 miles over with no initial mileage? 

Mr. Greenwoop. No, sir. If I had I wouldn’t have approved the 
advertisement. 

Mr. Moss. You didn’t check to determine whether there was a possi- 
bility of increased cost to the Government ? 

Mr. Greenwoop. No, sir. 

Mr. Moss. Were you aware at the time that you had been advised 
by Peterson, Howell & Heather that you should replace automobiles at 
the end of the year if they averaged 2,000 miles a month or at the end 
of 2 years a lower mileage? 

Mr. Greenwoop. No, I don’t think I had that information. 

Mr. Moss. These are all the questions I have at the moment. 

Mr. Cuvuporr. Did you sign the original lease ? 

Mr. Greenwoop. Yes, sir; I signed it as Acting Commissioner. The 
Commissioner was absent. But even there I probably would have 
signed it 

Mr. Cuvuporr. Before you signed it, did you make any attempt to 
have it studied by the Counsel for the Secretary of the Interior, or 
the Interior Department ? 

Mr. Greenwoop. No, sir. 

Mr. Cuvuporr. Did it occur to you that it might be well to have it 
studied before you signed it? 

Mr. Greenwoop. No, it did not occur to me. 

Mr. Cuuporr. That was a rather new type of lease, and it was an 
eee type of lease. Who determined whether or not the lease was 

egal? 

Mr. Greenwoop. I think as Mr. Proulx brought out, we made the 
administrative decision that we were within one of the exceptions 
provided in section 3709 of the Revised Statutes. We had been au- 
thorized in the appropriations act, to use our appropriations to hire 
vehicles, that was clear. There was also an exception—there was an 
exception of 3709 of the Revised Statutes. That provides that ad- 

vertisement is not required if there is only one source of supply. We 
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decided that on the basis of the best information that we could obtain. 
Peterson, Howell & Heather were the only firm leasing cars on this 
particular basis, which was a depreciation basis. 

Mr. Cuuporr. How did you determine that this firm in Baltimore 
was the only firm leasing automobiles on a depreciated basis? Did 
you inquire from other firms ? 

Mr. Greenwoop. No; I think we relied to a large extent on the 
advice of Peterson, Howell & Heather who told us they knew of no 
other firms in the country. 

Mr. Cuuporr. You have heard of that great business adage of 
puffing your wares, and because they just told you, you relied on it. 

Mr. Greenwoop. Of course, Congressman, as [I think has been 
brought out here, they were not overly anxious to undertake this. 

They did it as an experiment, just as we were doing it-as an experiment. 

Mr. Cuuporr. It appears to me that things were run rather loosely 
around your Department. First of all, you relied on the Baltimore 
firm’s statement that they were the only ones leasing automobiles on 
a depreciated basis. Then you assumed that anybody that bid for 
your contract to lease automobiles on your reservations was financially 
responsible. Don’t you think that as a public servant, as an employee 
of the United States of America, just as we Congressmen are em- 
ployees of the United States of America, and acting for the benefit 
of all the people, you should have been a little more strict in your 
surveillance of these deals rather than acting only by assumption ? 

Mr. GreENwoop. Well, hindsight is always better than foresight. 
I will admit that we might have been a little more careful in our 
preliminary investigations. 

Mr. Cuuporr. Certainly, if we didn’t have a committee like this 
nothing would ever have come out about these things that you did. 
But you do admit that you should have had legal advice before you 
signed that lease ? 

Mr. Greenwoop. I think it would have been wise if we had. 

Mr. Cuuporr. And you do admit that it is well not to take any- 
body’s word for it that they are financially responsible, and you did 
admit that if you were trying to make a real, honest study of the 
problem and really trying to enter the right type of lease, it would 
be well to have called upon other leasing firms, rather than just this 
one firm in Baltimore who told you that they knew how to do it, and 
they were the biggest in the business, and they were the only ones 
operating the way they were operating. 

Mr. GreENwoop. We did get the prices—I think that was brought 
out before—from three other concerns that were operating on a rental 
basis on a national basis. And their prices were so much higher than 
the price that we estimated after getting the figures from Peterson, 
Howell & Heather, that there was really no comparison. 

Mr. Cuuporr. You not only dealt with them on a leasing basis, 
but you took them in as your advisers on how to lease. And when 
their lease was thrown out by the General Accounting Office, then you 
took them in as your adviser on how to get bids, and then as your 
adviser on what to put in the specification. And then you finally 
worked things out so that their automobiles would be on the scene so 
that if en were the successful bidder, you could take them right 
over. And in view of the fact that they set up specifications for the 
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bid, the law of averages would give them a better opportunity of 
being successful than somebody who hadn’t set up the specifications; 
isn’t that correct ? 

Mr. GrEENWoOop. I can’t agree with that. 

Mr. Cuuporr. Tell me what you think. 

Mr. Greenwoop. They were not brought in as advisers. When 
the Comptroller General notified us that the contract was invalid, 
they were brought in there to be notified. They came over on their 
own initiative, as I remember it, to get the official notice that the con- 
tract was terminated, and to find out what arrangements would be 
made for turning the vehicles back to them. That was the principal 
purpose of their visit. The fact that we discussed briefly with them 
the possibility of advertising was only incidental to the main pur- 
pose of their visit. 

Mr. Cuuporr. Now, you were here when Mr. Lally and Mr. Howell 
testified, weren’t you? 

Mr. GREENWOOp. I was. 

Mr. Cuuporr. And you were here when they said, first of all, that 
they were not interested even in doing business with the Government, 
because they felt that they were upon rather thin ice, and that they 
only agreed to go along with the leases because of their patriotic 
duty to the Government. And, secondly, they were afraid of a 
congressional investigation. Now, certainly that is, in itself, to put 
you on your guard about the possibility of whether you were acting 
legally or illegally; isn’t that true? 

Mr. Greenwoop. They made no such statement to me. 

Mr. Cuuporr. Did you have many conferences with them # 

Mr. GreeNwoop. No, except on the day that I signed the contract. 
I met Mr. Howell during August, I believe, around the 18th of 
August, the first time, to shake hands with him, and the next time I 
saw him was on the date I signed the contract. 

Mr. Cuvuporr. Did you know as a matter of fact a communication 
was received from this Baltimore concern in your Department re- 
questing a legal opinion, and it was ignored # 

Mr. Neos are 4 I wasn’t aware of it at the time, because I was 
not in Washington at the time the communication was received, or 
when the reply was made. 

Mr. Cuuporr. Now, if such a request was made, should it have been 
referred to you in your capacity as Acting Commissioner # 

Mr. Greenwoop. Normally, Mr. Proulx would have brought it to 
my attention if I had been in Washington. 

Mr. Cuuporr. When you were out of Washington, who was in 
charge? 

Mr. Greenwoop. Mr. Massey was acting for me during my absence. 

Mr. Cuvuporr. Was it brought to the attention of Mr. Massey ? 

Mr. Greenwoop. He surnamed the reply, as I understand it. 

Mr. Cuuporr. Do you have a question, Mr. Moss? 

Mr. Moss, You stated that they were not advised of the invitation 
to bid. Here on the statement of Peterson, Howell & Heather, under 
date of the 28th of April, they recount: 

We discussed the problems involved in preparing an invitation to bid for 
services of the type rendered by P. H. & H. 
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Then, it is referred to in other paragraphs of this statement and it 
says, under May 10, 1955: 

Mr. Lalley forwarded to Mr. Proulx our revised ideas for his consideration in 
preparing an invitation to bid. 

So it would appear that they were in the role of advisers to the Bureau 
on the matter of invitations to bid. 

Mr. GrREENWwoop. | said they were not brought in for that purpose. 
They came over on the 28th of April for the purpose of getting a copy 
of the Comptroller General's letter to us, saying that the contract was 
invalid, and to discuss what arrangements would be made for their 
recapturing these vehicles. We did get into a discussion therafter 
about the possibility of advertising. 

Mr. Moss. Whether they came over as advisers or not, they appar- 
ently left in the role of advisers to the Bureau on that problem. 

Mr. Greenwoop. I think we suggested to them that we would be 
glad to have any suggestions they might have with respect to the 
preparation of the advertisement itself. 

Mr. Moss. It says they were asked if P. H. & H. would respond 
to a bid. 

Mr. Greenwoop. Yes, I think we asked them whether or not they 
would bid if we advertised. 

Mr. Moss. And they indicated it would depend upon how the in- 
vitation was drawn. This says: 

We then discussed some of the problems in preparing an invitation that 
would be fair not only to any company purporting to render a service comparable 
to ours, but also any of the numerous flat-rate rental companies, and any other 
person or company who wanted to submit a bid. 

Then, you discussed the question of how to get the Bureau back 
on wheels and, apparently, it was requested that they send over a 
suggested idea for the invitation, for the drafting of the invitation. 
They were at that point in the role of adviser to the Bureau. 

Mr. Greenwoop. We asked for their suggestions; yes, sir. 

Mr. Moss. You were asking for their advice. That is all. 

Mr. Cuuporr. Mr. Lanigan? 

Mr. Lanican. Now, you sent over to Mr. O’Brien, the investigator 
for the committee, a copy of the purchase orders that were used in 
acquiring the leased vehicles from Peterson, Howell & Heather. Do 
you recall signing the letter sending those ov ver ! 

Mr. Greenwoop. Do you mean after the contract was terminated ? 

Mr. Lanigan. Yes; after the contract was terminated. 

Mr. GREENWoop. Yes. 

Mr. Lanican. Now, were any amended purchase orders, or any 
amendment of those purchase orders, ever filed with your office in 
Washington ? 

Mr. GREENWoop. Not to my knowledge. 

Mr. Laniean. Did you ever get any information from the field 
indicating that the cars that had been delivered to the Bureau did 
not comply with these purchase orders? 

Mr. GreeNwoop. I don’t believe I saw any communications; no, sir. 

Mr. Lanigan. So far as you knew, the purchase orders had been 
filed as requested ; that is correct, isn’t it ? 

Mr. Greenwoop. Y es; asa matter of fact, I didn’t see the purchase 
orders at the time they were issued. 
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Mr. Lanigan. Why is it that when you called for bids for the 
purpose of getting transportation, bs called for exactly the same 


cars that were included in these purchase orders, and required middle- 
line eights only; why was that? Why were they asked for, rather 
than giving the potential lessors an opportunity of supplying low-line 
eights or sixes ? 

Mr. Greenwoop. Let me say, one of the principal purposes of this 
limited test was to get some experience in the operation of eight- 
cylinder automobiles which we had not had previously. 

T think Mr. Proulx brought out that some of our mechanics were 
of the opinion that the six-cylinder cars were underpowered in terms 
of the conditions under which they had to operate, and that perhaps 
a heavier powered automobile woudl be less costly from a maintenance 
standpoint. 

Mr. Lantean. Do you have ~ reports from any of your mechanics, 
questioning the power on six-cylinder vehicles? 

Mr. GreeNwoop. Not to my knowledge. I think those statements 
were made to Mr, Proulx orally. 

Mr. Lantcan. Why weren’t you willing to take low-line eight- 
cylinder vehicles? Why did you have to take the de luxe models? 

Mr. Greenwoop. Well, for two reasons. First, we wanted the ex- 
perience in the eight-cylinder car which is the middle-line car. And, 
secondly, we had been advised by Peterson, Howell & Heather that the 
eT car had a higher trade-in or resale value than the standard 
model. 

Mr. Lantaan. Now, as to the 8-cylinder models, I believe we had 
testimony to the effect that if you get 8-cylinder models on the regular- 
line cars, you don’t have to get into the dealer’s equipment to get 
8-cylinder vehicles. And, as to the depreciation angle, if you were 
merely getting automobiles for the purpose of making comparative 
tests, why weren’t you interested in getting what the lowest bidder 
would offer you? Why were you worried about depreciation when 
you were allowing people to bid under several different methods of 
computing price? 

If Peterson, Howell & Heather could buy middle-line cars to supply 
middle-line eights and get a better payoff in the end, they would’ bid 
a lower price. If somebody thought they could do better with low- 
line eights they would bid a lower price. Why were you restricting it 
to low-line eights? 

Mr. Greenwoop. For two principal reasons. First, we wanted to 
get experience in the operation of the eight-cylinder car, which is a 
middle-line car. Secondly, we had been advised that it had a greater 
resale value, trade-in value. 

Mr. Moss. Why wouldn’t you have gotten the same experience in 
the operation of low-line eights as in the middle-line eights? 

As I understand it, in Fords, Chevrolets, and Plymouths, whenever 
you go into the low line of eights, you are getting the same type of 
motor as used in the middle-line eights. I think the difference comes 
in the equipment of the automobile, a few strips of chromium or 
different upholstery, which would not affect the performance. 

Mr. Greenwoop. As I understand it, we used the lowest line of 
eights. I think there must be a misunderstanding about the de luxe 
equipment here. We used the lowest lines of eights. 

Mr. Moss. What is the line of eights listed ? 
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Mr. Lanican. The cars requested were Ford Customline, Chevrolet 
210, and Plymouth’s Savoy. 

Mr. Moss. Then we are getting into the middle eights, and not the 
low eights. So they were using “middle-line eights throughout. 

Mr. Greenwoop. Naturally, we would be : advised by Peterson, How- 
ell & Heather that middle lines had the ereatest resale trade-in value. 

Mr. Lanican. I can see, when you negotiated the contract, why you 
would take their advice, but I can’t understand when you go into 
the open market, to let different people come into to compete, why 
you didn’t let them judge what would be the best deal for them to use 
in bidding on the best line. 

Mr. Greenwoop. I think that was a decision that had to be made 
by the Bureau. We don’t let bidders normally determine what the 
requirements of the Government are, what specifications should be 
prescribed by the Government. 

Mr. Cuuporr. Mr. Lanigan, as I said once or twice, or even maybe 
10 times before, the middle- line eights were up in Albuquerque, and 
that was the reason they were there. 

Mr. Greenwoop. I would like to say that there was no attempt on 
the part of the Bureau to favor Peterson, Howell & Heather in the 
issuance of this advertisement, none at all. We hoped they would bid, 
certainly. 

Mr. Cuuporr. I want to say, if there was no intent, it was a very 
remarkable coincidence. 

Mr. Greenwoop. As I say, we were hopeful that they would bid. 
Because of the fact they had cars on the ground, we thought they 
might provide a lower price to the Gover nment than we would other- 
wise get. But we did not design our advertising to bring bids only 
around the Peterson, Howell & Heather cars. 

Mr. Lantcan. Another question. Since a bidder could bring a car 
into you in any condition from new to with 15,000 miles on them— 
and in the invitation you didn’t ask whether they were to be new 
cars, or cars with 15,000 miles on them, with possibly tires having 
gone 15,000 miles, battery having gone 15,000 miles, and bearings worn 
that far, and the other attendant wear that occurred in 15 
how did you ever think you could evaluate the different’ bids, then 
you didn’t know what kind of cars you were going to get? One per- 
son might supply new cars and the other one cars that were exactly 
15,000 miles. You assumed all repairs and maintenance costs. You 
would have to replace the tires, the batteries, do any repair work that 
had to be done, providing they seemed to the superintendent to be 
in good condition. How did you propose to tell which was the best 
bidder ? 

Mr. Greenwoop. Principally, on the bid price. 

Mr. Lanican. But the bid price only is the price that they will 
rent the cars for. You might have got cars that would need four 
tires replaced, or would soon need to be replaced. 

Mr. Greenwoop. We wouldn’t accept a car in that condition. 

Mr. Lanican. When you take a car with 15,000 miles, you didn’t 
require new tires? 

Mr. Greenwoop. We required that the car be in good operating 
condition and, certainly, we wouldn’t have to accept a car with smooth 
tires. 
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Mr. Lanican. But 15,000 miles wear, after that you might not 
have smooth tires, but you would have tires that were going to be 
smooth pretty quick. If you got a new car you would have 15,000 
miles coming on it. 

Mr. Greenwoop. Well, it is a matter of judgment. 

Mr. Lanigan. I just can’t understand how you expected to 
evaluate these bids. 

Mr. Greenwoop. As I say, principally on the bid price. Cer- 
tainly, we would not have accepted any car that was not in good 
operating condition, and that meant good tires, and good batteries and 
other equipment, 

Mr. Laniean. Not new tires and a new battery ? 

Mr. GREENWwoop. No, we wouldn’t have insisted on new tires. 

Mr. LaniGan. Does your supervisor at Albuquerque have a me- 
chanic on his payroll ? 

Mr. GrEENWwoop. Yes, sir. 

Mr. Laniean. Had you issued him any instructions on what sort of 
inspection he was to give these cars ? 

Mr. GrEENWwoop. We had not; no, sir. 

Mr, Laniean. Had you any plan? 

Mr. GrEENWwoOop. Yes. 

Mr. Laniean. Did you have any working papers that you had 
worked up ? 

Mr. GreENwoop. No, sir. 

Mr. Lanitean. So, as of June 17, he had received no instructions, 
but he was to get the cars on July 1? 

Mr. Greenwoop. That is vight If the low bidder had been a firm 
offering used cars, we would have instructed the superintendent at 
that time as to the inspection that should be conducted. 

Mr. Laniean. How do you know they were going to offer used cars ? 

Mr. GREENwoop. We did not. 

Mr. Lanican. How did you know from the bid you got whether new 
cars were going to be offered or not ? 

Mr. GreENwoop. We would expect the bidder to indicate whether 
they were new or used cars. 

Mr. Lanigan. Was there anything in the invitation which required 
them to so indicate ? 

a GREENWOOD. There was nothing to prevent us from inquiring 
either. 

Mr. Laniaan. In the invitation, you didn’t have all the information 
you wanted on these cars; you didn’t require all the information you 
wanted. 

Mr. Greenwoop. It has been my experience you never do have. 

Mr. Moss. Can you tell us at the moment which bidders offered new 
cars and which bidders offered used ? 

Mr. Greenwoop. No; I did not review the bids in detail. 

Mr. Cuvuporr. I think Peterson, Howell & Heather were the only 
dealers that offered used cars. All the others offered new cars. 

Mr. Lantean. Most of them didn’t specify. 

Mr. Cuuporr. They had the right to furnish either new or used 
cars? 

Mr. Greenwoop. My recollection is that the Rollins Co. indicated 
that they would furnish new cars. 
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Mr. Moss. Do you feel that within the period of 1 working day a 
proper evaluation of the responses to the invitation to bid could be 
made, and award granted on that day? 

Mr. Greenwoop. I think it is possible. If we had done that, we 
would not have confined ourselves to an 8-hour working day. 

Mr. Moss. Do you think it is probable it would have been done with 
a plan to go in on the 17th and clear this thing up and award the bid? 

Mr. Greenwoop. That was our intention. Of course, we referred 
the advertisement to the Comptroller General before the. opening day. 
And we had to await, of course, his decision before we made any deci- 
sion in awarding the bids. 

Mr. Moss. Their protest of the invitation to bid was on the basis 
of a complaint from American Rent-A-Car? 

Mr. Greenwoop. I think the Comptroller referred that protest to 
us. 

Mr. Moss. That is why it was referred to the Comptroller General. 

Mr. Greenwoop. Partly that and partly because this committee was 
also interested in this matter. 

Mr. Cuuporr. Do you have any further questions? 

Mr. Moss. No, sir. 

Mr. Cuuporr. Will you continue? 

Mr. Laniean. You were entering into the Peterson, Howell & 
Heather contract in September 1954, and after this, Congress began 
hearings before the House Appropriations Committee in connection 
with the request for the appropriation for the Bureau of Indian 
Affairs, you testified as a Bureau representative ; did you not ? 

Mr. Greenwoop. Yes. I was present. 

Mr. Laniean. Did you tell the House Appropriations Committee 
that you were leasing cars? 

Mr. Greenwoop. I don't recall that subject came up, Mr. Lanigan, 
at the House hearing. I did report to the Senate Appropriations 
Committee, however. 

Mr. Laniean. That was after this committee had started its inves- 
tigation in the matter? 

“Mr. Greenwoon. No; I believe not. 

Mr. Lantean. When did you make your statement to the Senate 
committee ? 

Mr. Greenwoop. I have forgotten the exact date. I do know, how- 
ever, that we had a special hearing before the Indian Subcommittee of 
the House Insular and Interior Affairs Committee on the 21st and 
22d of February to discuss this. 

Mr. Lanicgan. When did you appear before the House Appropria- 
tions Committee ? 

Mr. GREENwoop. I believe it was in February. I wouldn’t be sure 
of that. 

Mr. Laniean. Do you recall whether it was before the Interior 
Committee hearings ? 

Mr. GreeNwoop. I believe it was. Again, I wouldn’t be sure. 

Mr. Lanican. If you were conducting this experiment, why didn’t 
you tell the Appropriations Committee about it? This was a rather 
important ‘matter to that committee. You were worried about the 
limitations to the number of automobiles and about the 60,000-mile and 
6-year limitation. Why didn’t you inform the House Appropriations 
Committee that you had this experiment going on? 
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Mr. Greenwoop. It didn’t occur to us in the first place, and in the 
second place it seemed to us that the proper time to report was after 
we had concluded our experiment and reported the results. 

Mr. Cuuporr. When you decided to conduct the experiments, did 
you discuss the matter with counsel before you did it? 

Mr. Greenwoop. No; I don’t recall. 

Mr. Cuvuporr. In all probability if you had discussed it with coun- 
sel, you would have been advised to follow the acts of Congress and 
to notify the proper parties that you were conducting this experiment, 
wouldn't you? 

Mr. GreeNwoop. There isn’t any provision of law that I know of 
that we were operating under that required that. 

We had an opportunity to go to the General Services Administra- 
tion and ask for a delegation of authority under a provision in the 
Federal Property and Administrative Services Act to conduct an 
experiment, but we didn’t think that was necessary because of the 
decision that we made that this was the only source of supply, and 
we were exempt under section 3709 of the revised statute. 

Mr. Lanican. So you didn’t carry this on under the specific law 
that makes provision for carrying it on? 

Mr. Greenwoop. No, sir. 

Mr. Moss. You say the only source of supply? Was that your 
decision or was it your decision that it was the only desirable source 
of supply at least as far as the plans went ? 

Mr. GreeNwoop. No; it was our decision that this was the only 
source of supply for the leasing of automobiles under this particular 

olan. 
; Mr. Moss. You mean that Peterson, Howell & Heather were the 
only people that would lease cars under the plan of Peterson, Howell 
& Heather ? 

Mr. Greenwoop. It is the only company that we knew of. 

Mr. Moss. You didn’t lay down the plan? 

Mr. Greenwoop. They laid it down. 

Mr. Moss. You say that their plan appealed to you and upon the 
adoption of the plan they became the only source of supply ? 

Mr. Greenwoop. That is right. 

Mr. Cuuporr. He went further and said that Peterson, Howell & 
Heather told him they were the only supply, they didn’t look for any 
further source. 

Mr. Moss. On that point, why didn’t the inquiries to other leasing 
agencies go beyond the point of a telephone call to the Washington 
office of the firm asking them if they would be interested in leasing 
to the Government? 

Mr. GreeNwoop. We thought we were dealing with representatives 
of concerns operating on a national basis. 

Mr. Moss. You didn’t invite them to confer with their national 
headquarters and report back as to whether they would be interested ; 
as I understood it, it was just a telephone call and a very brief in- 
quiry of them as to what the provisions of their leasing arrangements 
were. 

Mr. Cuuporr. Did you ever say to any of these companies that you 
called, that Peterson, Howell & Heather had a depreciated value plan, 
and if they submitted a plan like that to you, you would be interested 
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in leasing automobiles under that plan, and how much would they 
charge you? 

Mr. Greenwoop. I think our contact with the three firms was be- 
fore we knew anything about Peterson, Howell & Heather. 

Mr. Cuuporr. But after you did find out about the PHH plan, did 
you go back to the other companies and find out whether they would 
lease automobiles under that ee 2 

Mr. Greenwoop. No, we did not. 

Mr. Moss. Under that theory, couldn’t you draft a specification so 
that, in any field, regardless of how competitive it might be, there 
would be only one supplier. You could determine that there was only 
one supplier of automobiles, because you might decide that Chevrolet 
was the only one you wanted, because here you determined that this 
plan was the plan you wanted. It was Peterson, Howell & Heather’s 
plan and, naturally, they were the only ones that had that particular 
plan. 

Mr. GreeNwoop. Let me say that the plan appealed to us because 
of the fact that the cost of the car was depreciated over a period of 
50 months. We didn’t contemplate that we would have that car for a 
period of 50 months, but we did get the benefit of the spread of the 
cost of the car over that period of time. 

Mr. Cuuporr. How about the Rollins Co., did they depreciate it 
over 50 months ? 

Mr. GReENwoop. Their bid indicated that they did, yes, sir. 

Mr. Moss. No contact was made with the Rollins Co. in the course 
of the discussions leading up to the negotiated lease ? 

Mr. GreEnwoop. No, sir; but I understand that a representative 
of the Rollins Co. visited our office in February. 

Mr. Moss. That was after? 

Mr. GREENWoop. Yes; that was afterwards. And he advised us that 
they did lease automobiles under a similar plan, but indicated that 
their price would have been considerably in excess of the Peterson, 
Howell & Heather price. 

Mr. Moss. Eveu though they finally submitted the low bid ? 

Mr. Greenwoop. Even though they finally submitted the low bid; 
yes, sir. 

Mr. Moss. Was that low bid lower than the original lease? 

Mr. Greenwoop. Yes; considerably—you mean their original 
figure? 

Mr. Moss. Yes, sir. 

Mr. Greenwoop. Yes. 

Mr. Moss. On middle-line or low-line eights ? 

Mr. Greenwoop. I don’t recall. I think it was on a basis comparable 
to the Peterson, Howell & Heather cars. 

Mr. Laniean. Could they have bid on the basis of 214 percent, 
whereas Peterson, Howell & Heather submitted their usual rate of 
214 percent ? 

Mr. Greenwoop. That was the starting rate; yes, sir. 

Mr. Lanican. That is right. Rollins bid at the rate of 214 per- 
cent, whereas the P. H. & H. beginning rate was 214 percent; that 
is how they got underneath. 

Mr. Grrenwoop. It was the same rate of depreciation, but their 
service charge was 
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Mr. Moss. Did they guarantee this rate of depreciation as meeting 
the total cost of the Conmconaial, or was it an open-end deal, like 
Peterson, Howell & Heather’s, where there would be a charge back? 

Mr. Greenwoop. It was not an open-end deal. It was 34 percent, 
as I recall. 

Mr. Laniean. The other day, when we had Mr. Lalley on the stand, 
he computed the Rollins rate of 214 percent and the P. H. & H. rate 
at 214 percent on the depreciated value of the used cars which were 
on the reservation and, as a result of the communications, it appears 
that if the P. H. & H. used cars were used and the price adjusted, 
their rate, their monthly rate, would be lower than the Rollins’ rate, 
but if the P. H. & H. used new cars, their rate would be higher than 
the Rollins’ rate. 

Now, what I would like to know is, on the day after the bids were 
opened the Bureau of Indian Affairs put out a press release stating that 
the Rollins Co. was the low bidder. Now, the only way they could be 
the low bidder is if you carried the two bids on new cars. 

Mr. Greenwoop. The Bureau of Indian Affairs did not issue that 
release. 

Mr. Lanican. What was the basis for saying the Bureau of Indian 
Affairs did not issue that release, it was issued from the Office of the 
Secretary, and I don’t believe it said they were the low bidders; it said 
they were the apparent low bidders. 

What was the basis for saying Rollins were the apparent low 
bidders? 

Mr. Greenwoop. On the basis of the abstract prepared from the 
bids submitted. 

Mr. Lanican. Did you look at the abstracts before the press release 
was issued ? 

Mr. Greenwoop. I think I did; yes. 

Mr. Lanican. Now, did you compute the P. H. & H. rate, using the 
used cars with a depreciated value ? 

Mr. GrEENwOop. No, sir. 

Mr. Lanican. You said that previously you weren’t concerned 
whether you got used or new cars, you only were concerned about the 
monthly rate. 

Mr. Greenwoop. I don’t believe I said that, sir. 

Mr. Laniean. I think you said it. It is my recollection that you 
said it was a monthly rate that you were concerned with—— 

Mr. GREENWOOD. No. 

Mr. Lanican. The reason you didn’t care whether you got new or 
used cars was that you were going to base your lease on a monthly 
rate. I think that is in the record. 

Mr. Greenwoop, I think that I said the low bid would be a deter- 
mining factor. I don’t think I said I was concerned only about the 
price; certainly we would be concerned with the condition of the car, 
if it was a used car. 

Mr. Lanican. You were concerned whether it was in good operating 
condition or not, you did say that, but you said that, provided it was 
in good operating condition, it was the monthly rate that was going 
to govern. 

Mr. Greenwoop. Normally that is the case. If the commodity 
meets all the specifications and the bidder offers the lowest price, that 
is normally the bid that is accepted. 
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Mr. Lanican. But when you announced the apparent low bidder 
you compared only the new car rates; is that correct? 

Mr. Greenwoop. As I said, I did not issue that press release; the 
Department of the Interior did. 

Mr. Lanican. Was the press release prepared in the Bureau of 
Indian Affairs ? 

Mr. GreEeNwoop. No; it was not. 

Mr. Lanican. Was information supplied to the Secretary’s Office 
for the issuance of the press release by the Bureau of Indian Affairs? 

Mr. GreEnwoop. The Secretary’s Office had available to it the ab- 
stract of bids. 

Mr. Laniean. Did anyone in the Bureau of Indian Affairs see the 
press release before it was issued ? 

Mr. GreEENwOop. I can’t answer that. I did not. 

Mr. Laniean. You did not? 

Mr. GREENWOOp. No, sir. 

Mr. Laniean. You didn’t know whether anyone else did? 

Mr. GreENwoOop. No, sir. 

Mr. Lanican. Have you analyzed the bid since the press release 
was issued ? 

Mr. GreENwoop. No, sir. 

Mr. Lanican. Now, are you aware that there has been an increase 
in horsepower in recent years in both 6- and 8-cylinder automobiles? 

Mr. GREENWOOD. Yes; I am. 

Mr. Lanican. Are you aware that the 1954 Ford 6-cylinder car has 
115 horsepower, whereas 3 years before the 8-cylinder car had only 
105 horsepower. 

Mr. GREENwoop. I wasn’t familiar with those exact figures; I am 
familiar with the general information that the present-day cars, sixes, 
are a higher horsepower than formerly. 

Mr. Lanigan. When you decided to go into the 8-cylinder field, 
did you make any check as to the comparative horsepowers of the 
6- and 8-cylinder cars and the increases in horsepowers in recent 
years? 

Mr. GreEnwoop. No, sir. 

Mr. Lanican. You just felt that there was some room for experi- 
mentation in eight cylinders, and that was it? 

Mr. Greenwoop. That was it. 

Mr. Lanican. Do you know what the year and the make of the cars 
were where the mechanics said that they thought the cars were under- 
powered ? 

Mr. Greenwoop. No; I don’t think they had any specific makes in 
mind; they were talking about the 6-cylinder cars in general. 

Mr. Moss. What was the nature of those complaints? 

Mr. GreeNwoop. They were not made to me; they were made to 
Mr. Proulx, according to his report to me. 

Mr. Moss. Was that a written report? 

Mr. GrEENWwoop. No, sir. 

Mr. Moss. I tell you, this is the most interesting operation, where 
everything is handled orally and nothing is written. 

Mr. Greenwoop. Mr. Proulx makes periodic field trips, and dis- 
cusses these problems with the people in the field. 

Mr. Moss. Did you ever review any of his reports? How can you 
review them when they are all verbal? . 
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Mr. Cxuporr. When Mr. Proulx goes on a field trip, he has a re- 
sponsibility to somebody who is his immediate superior, hasn’t he? 

Mr. Greenwoop. That is correct; yes. 

Mr. Cuuporr. Doesn’t he make a report on what he discovers on his 
trip? 

Mr. Greenwoop, He does, yes. Generally they are oral reports, 
however. 

Mr. Cuuporr. Now, how do you preserve these oral reports, and 
how do you compare them with a trip that was taken 3 months ago, 
or a trip that was taken last week or 3 years ago, how are you able 
to 





Mr. Moss. How does he remember if he doesn’t prepare reports? 

Mr. Greenwoop. I presume he makes notes. Occasionally he 
would make a written report if he found anything of a serious nature. 

Mr. Cuuporr. Of course, we all like to live to be 150 years old, but 
suppose Mr. Proulx should die, or somebody in your Department 
should die, after he has been on a field trip, how would you be able 
to determine what he discovered when he was on that trip? 

Mr. Greenwoop. Well, anything of a serious nature is generally 
given immediate attention. 

Mr, Cuuporr. When you never make any written records? 

Mr. GreEeNwoop. Yes, we did. 

Mr. Cuuporr. But you didn’t make any record about this particular 
case ? 

Mr. Greenwoop. No. 

Mr. Cuuporr. You didn’t think this was very important, this was 
one of these peculiar experiments that you were conducting in the 
Department ? 

Mr. Greenwoop. Aren’t we talking about the reports now, the re- 
ports of the mechanics to Mr. Proulx? 

Mr. Moss. Yes. 

Mr, Greenwoop. Recently I was informed about that compara- 
tively. 

Mr. Moss. On those, were you informed about them before going 
into this negotiated lease, the 8-cylinder cars, or was it more recently. 

Mr. Greenwoop. I don’t recall whether it was before or afterward. 

Mr. Moss. Was it at a time when it became an important considera- 
tion to you in approving the use of 8-cylinder automobiles? 

Mr. Greenwoop. I can’t recall the timing on that, Congressman, I 
am sorry. 

Mr. Moss. Then it wasn’t a major point for your consideration ? 

Mr. Greenwoop, It was a major point in the consideration of the 
staff that did the staff work on this. 

Mr. Moss. Did they so report? 

Mr. Greenwoop. They made that recommendation; yes. 

Mr. Cuuporr. Your Bureau couldn’t operate without motor ve- 
hicles, could it? 

Mr. Greenwoop. No, sir. 

Mr. Cuuporr. Suppose it should be determined to take your auto- 
mobiles away from the Bureau of Indian Affairs, then it might as well 
fold up the Department. Is that right? ; 

Mr. Greenwoop. That is right. 
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Mr. Cuuporr. And yet you didn’t think the trips and the experi- 
ments and the reports and other things that were being carried out 
were important enough to be written down? 

Mr. Greenwoop. Are we still talking about the mechanics’ reports 
to Mr. Proulx? 

Mr. Cuvuporr. I am talking about everything you did. You didn’t 
seem to have anything written on it. On the question of the 15,000 
miles, 4 people got together and decided it would be 15,000. There 
was nothing wr itten down as to how you arrived at that figure or how 
you arrived at any figure. On the reports of the mechanics there is 
nothing written down. Suppose Mr. Proulx doesn’t go into the field, 
isn’t it cheaper for the mechanics to take a penalty envelope and mail 
it in than it is to send Mr. Proulx all the way out there to talk about 
an automobile to a mechanic? 

Mr. Greenwoop. Ordinarily, those reports are made by the mechan- 
ics to their immediate supervisors, not directly to Washington. 

Mr. Cuuporr. And the immediate supervisor never notifies you of 
the problem of automobiles in the reservation ? 

Mr. GreeNwoop. They make annual reports. 

Mr. Cuuporr. Are they in writing? 

Mr. GreENwoop. Yes. 

Mr. Moss. Now, is there any instance in those annual reports to the 
supervisors where they mention the problem of underpowered auto- 
mobiles ? 

Mr. GrEENWoop. Not to my knowledge; no, sir. 

Mr. Moss. So it apparently hasn’t been a very major problem? 

Mr. Greenwoop. I don’t know. 

Mr. Moss. Not sufficiently important to report on, to call specific 
attention to. 

Mr. GreENwoop. Apparently the supervisor didn’t think so. 

Mr. Cuuporr. You have a series of regulations, or a number of regu- 
lations, providing for annual reports or semiannual reports or quar- 
terly reports from the field ? 

Mr. Greenwoop. We require a monthly report from our area offices. 

Mr. Cuvporr. Do the regulations say that they should be in writing? 

Mr. Greenwoop. Yes, sir. 

Mr. Crruporr. And that is in writing? 

Mr. Greenwoop. Yes. 

Mr. Cuuporr. Where the supervisors have conferences, you don’t 
think that is important enough to put in writing? 

Mr. GreENwoop. Well, if we required reports of every echelon in the 
organization we would be doing nothing but reviewing reports. We 
try to get enough reports with sufficient frequency to keep the central 
office advised of the major problems in the field. 

Mr. Cuuporr. When a man takes a trip in the field, he takes it for 
a specific purpose, isn’t that right, and when he comes back from the 
trip and he comes to the Chief of the Bureau, does he furnish the Chief 
with a written report, or does he tell him about it? 

Mr. @rEENwoop. Ordinarily, he furnishes a written report and an 
oral report. 

Mr. Cuvuporr. He furnishes him a written report and an oral report, 
and leaves a written report with the Chief; is that right ? 

Mr. Greenwoop. That is right. 
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Mr. Cuuporr. And those reports were filed, and in case any ques- 
tion comes up they can always be referred to? 

Mr. GreEnwoop. That is right. 

Mr. Cuuporr. But in this case you didn’t think it was necessary ? 

Mr. Greenwoop. The case covering the conversation with the 
mechanics to my knowledge was not reported in a written report. 

Mr. Cuuvorr. Mr. Lanigan, any further questions? 

Mr. Laniean. To get back to this question of written reports, as I 
understand it now, the recommendation that the cars be leased—or that 
you look into the leasing of cars—-was not in writing, but was an oral 
recommendation to the Commissioner ; is that correct ? 

Mr. Greenwoop. That is my recollection. 

Mr. Cuuporr. And then the decision to start discussions with P. H. 
& H.—in other words, there are no written documents in connection 
with this problem other than those that you have furnished the 
committee ? 

Mr. Greenwoop. To the best of my knowledge that is true. 

Mr. Lanican. Now, when was the survey made at Cherokee ? 

Mr. Greenwoop. I think the original survey was made in June of 
1954, and followed by a more detailed survey in July of 1954. 

Mr. Laniean. Now, did the decision of the Comptroller General 
made on April 15, 1954, holding that coupe pickups had to be counted 
as passenger-carrying vehicles affect Bureau of Indian Affairs? 

Mr. GreEnwoop. No, sir. 

Mr. Lanican. You have coupe pickups? 

Mr. GreENwoop. We have a limited number, yes, sir. 

Mr. Lantcan. Have you purchased any in recent years ? 

Mr. GrEENwoop. Not to my knowledge; no, sir. 

Mr, Lanrean. When is the most recent one you purchased ? 

Mr. Greenwoop. I don’t recall. I would have to consult the records. 

Mr. Lanican. Would you say that was a year or 2 years ago, or 
further back? 

Mr. GrEENWOop. I wouldn’t hazard a guess. 

Mr. Lanican. Could you check that and send us a letter on that? 

Mr. GrEENwooD. Yes. 

Mr. Laniean. In discussions you had with your staff prior to the 
time you signed the lease with Peterson, Howell & Heather, did the 
members of your staff inform you that Peterson, Howell & Heather 
had stated that they had a policy of not bidding on any lease? 

Mr. Greenwoop. I believe that may have come up in the reports that 
were being made to me orally from time to time. 

Mr. Laniean. So that when you were dealing with Peterson, Howell 
& Heather, you knew that as far as they were concerned, if you wanted 
to get a lease from them, there was no use putting it up for bidding, 
because they wouldn’t bid ? 

Mr. GreEenwoop. I think that is true; yes. 

Mr. Laniaan. I see. I have nothing else. 

Mr. Cuuporr. I have no further questions. 

Our next witness is Mr. John B. Hanson. Mr. Hanson, would you 
please come over and take the witness chair? 7 

Mr. O’Brten. Do you solemnly swear the testimony you are about to 
- 1s the truth, the whole truth, and nothing but the truth, so help you 

od 
Mr. Hanson. I do. 
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TESTIMONY OF JOHN B. HANSON, DIRECTOR, MOTOR EQUIPMENT 
DIVISON, FEDERAL SUPPLY SERVICE; ACCOMPANIED BY PAUL 
BARRON, ASSOCIATE GENERAL COUNSEL, FEDERAL SUPPLY 
SERVICE, GENERAL SERVICES ADMINISTRATION 


Mr. LaniGan. Will you state your full name and position for the 
record ¢ 

Mr. Hanson. I am John B. Hanson, Director, Motor Equipment 
Division, Federal Supply Service, General Services Administration. 

Mr. Laniean. How long have you held that position ? 

Mr. Hanson. About 4 years. 

Mr. Lanican. And what position did you have before that ¢ 

Mr. Hanson. Immediately before that I was purchasing officer re- 
sponsible for buying motor equipment for General Services Adminis- 
tration, and all civilian agencies. Prior to that | worked for the War 
Department for a number of years, about 19 or 20, in connection with 
management of motor equipment and construction equipment through- 
out the United States and Alaska and Panama. 

Mr. Lanican. You are here today in connection with the request of 
the chairman of the committee to give us your ideas on the proper 
management of the Federal motor-ve ehicle fleets. 

Mr. Hanson. Thank you. GSA is pleased to be invited here to 
discuss the Federal motor-fleet management problem, and if it pleases 
the chairman, we have a prepared statement which I would like to read, 
and then answer any questions. 

Mr. Cuuporr. Read your statement, please, Mr. Hanson. 

Mr. Hanson. Mr. Chairman and members of the committee, we are 
pleased to be invited here to discuss the Federal motor-fleet manage- 
ment problem and explain GSA’s program for improving the man- 
agement of the Government’s motor vehicles. Our program has three 
major objectives as you can see by exhibits K1-K5. For the record, 
these objectives are: 

1. Decrease the number of vehicles; 

2. Increase the operating miles per vehicle ; and 

3. Decrease the cost of maintenance and operation of the Federal 
fleet. 

(Exhibits K1-K5 follow :) 


Exuipeir K-1 


STATEMENT OF J. B. Hanson, Drrector, Motor EQUIPMENT DIVISION, GENERAL 
SERVICES ADMINISTRATION 


Mr. Chairman and members of the committee, we are pleased to be invited 
here to discuss the Federal motor fleet management problem and explain GSA’s 
program for improving the management of the Government’s motor vehicles. 
Our program has three major objectives as you can see by exhibit 1. For the 
record, these objectives are: 

1. Decrease the number of vehicles; 

2. Increase the operating miles per vehicle; and 

3. Decrease the cost of maintenance and operation of the fleet. 

As a part of GSA’s responsibilities, under the Federal Property and Admin- 
istrative Services Act, as amended, we have been carrying on work in several 
areas in an effort to obtain these objectives. To implement the motor-pool law, 
passed last year as a result of the work of this committee, a great deal of 
emphasis has recently been placed on studies to determine the economic feasi- 
bility of establishing consolidated motor pools or systems in a number of selected 
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areas of high Federal motor-vehicle density throughout the country. This law 
is not a favorite of the agencies, but cooperation is generally good. 

In addition to the motor-pool program, for the past few years we have been 
conducting studies of the governmentwide motor-vehicle-management practices 
and the management and operation of comparable commercial fleets. These 
studies show that improving and modernizing Federal motor-vehicle-management 
practices and policies for the control of Government-owned motor vehicles, in- 
eluding revising the existing policy of retaining vehicles until 6 years old or 
older, with a replacement program which provides for replacing the vehicles 
at the predetermined age of highest economic return, could save millions an- 
nually—I would like to insert at this point: It has been my observation that, 
in general, officials and employees responsible for motor vehicles at the operating 
level are doing a good job, but are sadly handicapped with a lot of old, obsolete 
and worn-out equipment and should not be blamed for the ills of our motor fleets’ 
management program. 

The Federal Government owns and operates the largest fleet of commercial 
motor vehicles in the world. Latest available reports indicate an inventory of 
approximately one-quarter million (224,388) automobiles and commercial-type 
trucks used in carrying on the Government’s everyday activities in the United 
States, its Territories, and possessions. This does not include vehicles used 
for troop training or tactical purposes. We are proud to bring to your attention 
the fact that these inventory figures for the first time in the history of our 
Government reflect a reduction. As can be seen by exhibit 3, this reduction 
for the past year was 36,600 vehicles, representing an annual saving of nearly 
$20 million. This saving resulted from motor-vehicle-management improvement 
sponsored by GSA and the Bureau of the Budget and supported by this and 
other congressional committees. 

These one-quarter million vehicles (automobiles, station wagons, light and 
medium trucks) represent a capital investment of approximately one-half bil- 
lion dollars. They are operated approximately 2 billion miles a year at an annual 
expense to the taxpayer, including cost of replacement, maintenance, and opera- 
tion, of more than $200 million. Agency reports indicate that more than 40 
percent of these vehicles are now 6 years old and older, and the average age of 
the fleet is increasing yearly—from 4.3 years, July 1, 1953, to 5 years, July 1, 1955. 
The present replacement cycle, as indicated by purchases over the past 4 years, 
is 121% percent of the fleet per year or on an 8-year basis. 

The cost of maintenance has increased in direct proportion to the increase of 
the average age of the vehicles; for example, the civil agencies reported main- 
tenance costs for their fleets in 1952 at $221 each per year ; 1953, $240; 1954, $273, 
and the reports for this year will probably reflect an annual average maintenance 
cost of $300 per vehicle. This represents the average increase cost of 0.2 cent 
per mile per year. The relationship of these two factors is shown by exhibit 2. 

sased on the 2 billion miles per year operation, this represents an increase in 
maintenance costs of $4 million each year—enough waste during the past 4 years 
to have purchased a new fleet of more than 10,000 sedans ($16 million, at $1,400). 

In recent years, industry has definitely established the fact that fleets of ve- 
hicles which are replaced at a predetermined age of the highest economic return, 
that is, providing for the replacement of vehicles before major maintenance ex- 
penses are incurred, can be operated a great deal more economically than those 
fleets where the vehicles are retained year after year with increasing repair 
costs. 

Normally the economic age of replacement for a Government-owned passenger 
ear (sedan) should be just before its third birthday or after about 50,000 miles 
of operation, whichever comes first. At this point, the three enemies of motor 
vehicles—rot, rust, and deterioration—begin to take their toll and the cost of 
repairs mounts upward rapidly. Prior to this age, the average cost of main- 
tenance per vehicle is about $70 per year—certainly it should not exceed $100. 
However, beyond the point of economic replacement, the cost of maintenance for 
vehicles goes up fast, and after the 4th or 5th year becomes, in some instances, as 
much as $350 per vehicle per year. An average cost of about $250 per year. A 
new automobile only costs the Government about $1,300. Therefore, the repair 
cost of operating 5 such over-age vehicles for 1 year (5 times $250) is sufficient 
to purchase a new sedan. The Government is now operating more than 10,000 
sedans 6 years and older. 

Subsequent to World War II, the Government established minimum replace- 
ment standards as regulations and guides for the replacement of Government- 
owned vehicles (exhibit 4). It was intended that these standards wou'd eventu- 
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ally become maximum standards at the expiration of the crisis following World 
War II. However, the necessity for wholesale replacement of overaged and 
wornout vehicles subsequent to the war, followed by the scarcity of critical mate- 
rials resulting from the Korean engagement, has required the continuation of the 
standards as minimum requirements and has prevented the implementation of any 
regulatory maximum replacement limitations. 

In view of the present 8-year replacement cycle which has resulted from an 
effort to reduce the cost of Federal fleet operation through limitation on pur- 
chases, there has been nothing to gain by liberalizing these existing standards, 
until such a time as the Government policies for fleet management can be com- 
pletely revised and a practical plan worked out which would be based on obtain- 
ing the following as objectives for a Federal fleet management plan: 

1. Establish maximum mandatory motor vehicle replacement standards for 
Federal vehicles comparable to those adopted and proven by industrial fleets as 
being productive of greatly improved economy in overall fleet maintenance. 
Under present conditions, fleet replacement would probably be recommended as 
follows: 

(a) Sedans and station wagons: Prior to third birthday or at about 50,000 
miles, whichever comes first ; 

(bo) Pickup trucks, panels, and carryalls: Prior to fourth birthday or 50,000 
miles, whichever comes first ; and 

(c) Light or medium general purpose trucks: At about 5 years or 60,000 
miles of operation, whichever comes first. 

Such standards cannot be predetermined for an indefinite period of time, and 
it would be necessary to provide for annual review and adjustment so as to 
establish the proper replacement age as dictated by market conditions, use, and 
other factors ; 

2. Establishment of annual departmental or bureau fleet limitations: Under 
present policies, Congress exercises a direct control only over the purchase of 
passenger-carrying vehicles (approximately 20 percent of the fleet). If Con- 
gress desires to establish control over Federal motor vehicles, it should be all- 
inclusive and could better be exercised by requiring each agency or bureau to 
justify the size of the fleet required to carry on its activities rather than require 
the justification of the purchasing of each sedan ; 

3. Authorize agencies to acquire fleet replacements as needed in accordance 
with the established, and annually reviewed, mandatory motor-vehicle-replace- 
ment standards, but always within the fleet limitation as approved by Congress 
for each agency. 

The cost of operating motor vehicles is, to say the least, a controversial subject. 
Recent studies carried on by management consultant firms and other experts in 
the field show that the annual cost of operating a privately owned sedan 10,000 
miles a year is more than $950. The average Government cost of operating 
sedans, as reported by the agencies, is somewhat less than that—in the neighbor- 
hood of $760 a year. 

Government purchase cost of sedans at the factory have averaged $1,278 each, 
over the last 9 months. This is the same vehicle which is advertised to the 
public at a factory price of $1,800. This type of vehicle is selling on the used 
ear market at between $900 and $1,000 when disposed of between its 2d and 3d 
birthday. Hence, the 3-year depreciation under an early replacement program 
would not be more than $150 a year, as against a present average depreciation 
cost of $200 per year. 

Maintenance costs for sedans disposed of under an accelerated replacement 
plan should not exceed $70 per year, as against present reported costs of more 
than $220. Hence, measurable savings would be not less than: 


a= 


Depreciation oe $5 
Maintenance inlet Matin 4 150 


Total (per sedan) 


This same savings is to be obtained in connection with the earlier replacement 
of other common-use vehicles such as pickup trucks, station wagons, sedan 
deliveries, carryalls, and other utility motor trucks. At least 170.000 vehicles, 
75 percent, of the present reported fleet. are susceptible to these savings of $200 
per vehicle, or approximately $30 to $35 million per year, if all are replaced at 
the accelerated cycle. 

Considerable interest has been evidenced at the possibility of renting motor 
equipment for the Government, and the question is asked repeatedly as to the 
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advantages to be obtained from rental in lieu of Government ownership. Studies 
over the past several years by GSA indicate that economically the advantages 
are doubtful. The Government’s advantage of approximately 31 percent dis- 
count obtained in the initial purchase price makes it extremely difficult for any 
private concern to successfully rent vehicles to the Government at a cost com- 
parable to Government cost and still enjoy a profit. There are certain condi- 
tions under which rentals can be to an advantage to the Government, such as for 
peak loads, intermittent transit travel, and for certain activities with unusually 
high annual mileage operations, and GSA is constantly exploring the market for 
any possibilities that may develop. This is a major part of our current motor 
pool studies. 

However, the cost comparisons developed by GSA indicate that usually rentals 
are not advantageous to the Government : 


























Ist year 2 years 
1. Average cost for operating a Government sedan (11,000 miles per year). __._- $650 $1, 500 
2. Average cost for leasing a sedan (lowest quotations obtained) _......._.._-. | 1, 290 2, 100 
Additional cost for leased vehicles.....-....-.........-.--------------- 640 600 
8. Particulars of cost comparison are: 3 Pe ieee rag ¥. 
Government sedan: 
Purchase price............-. ochkesheniee biaeekewadsterkacdaett 1, 400 1, 400 
Operating cost 3 cents per mile (11,000 miles per year)-__..-...-.._- sé 330 660 
Maintenance (present average repair cost). ................-------- 22 440 
el adinnsdaedvrsubtecotenakie nibigttoselet ash kes weebietkugs 1, 950 2, 500 
PE ER ite cnckndeconds boues te uee snes Gs histeeebncesciees pat 1, 300 1, 000 
TI OE aii winieebininni ssi h deere 6 inten sealbeliends td dette eileen aia tad 650 1, 500 
Rental sedans: Se $F ys 
Time: 
$80 per month ---.............- sce cot iis sn smudinettah dict strait eal BN He is eins 
OP ga Se de a ai or ccgtdetSenencsenckenbacsh |ushwne oie 1, 440 
Distance 3 cents per mile (11,000 miles per year) _................-- 330 | 660 
I aa aa i a i a ke 1, 290 | 2, 100 


There is a big field for improvement in the management and operation of 
the Federal motor equipment. The need for modernization is not restricted to 
the problems already discussed. The chairman’s proposal to recommend a 
special congressional subcommittee to review the whole subject of motor-equip- 
ment management in the Government would be welcomed by GSA. 

GSA has recognized the need for review and study of several facets of the 
Federal fleet management policies and has undertaken the accomplishment of 
these objectives within funds available. Therefore, the opportunity to discuss 
these problems with this committee is welcomed. Some of the more important 
areas needing study are: 

1. Adoption by the Government of commercial fleet practices which have 
proven to be productive of economies, including procedures for replacing Gov- 
ernment-owned motor vehicles at the age of greatest economic return—this 
would save millions of dollars wasted each year on repairs of wornout 
equipment ; 

2. Codification and modernization of existing motor vehicle regulatory leg- 
islation so as to provide for establishing better control and to eliminate abuses 
and injustices arising from present laws or the interpretations thereof ; 

3. Legislation establishing ceilings on the amount that can be expended for 
the rental of motor vehicles—similar to present legislation which limits the 
amount of money that can be expended to purchase a sedan ; 

4. Establishment within the executive department of the Government of a 
central registration of all Federal-owned motor vehicles—all State, county, 
municipal, and privately owned vehicles are registered and identifiable through 
State registration bureaus but the identification of the Federal officials directly 
responsible for a Government-owned vehicle is sometimes time consuming and 
difficult ; 

5. Legislation to provide insurance coverage for Federal employees operating 
a Government motor vehicle on official business. H. R. 4492 with some minor 
modification would provide this needed relief. The cost of Federal employees’ 
PL and PD insurance coverage to operate Government vehicles in some cases 
is double the cost for coverage for his personal car, or as much as $100 per year. 


Weorerr _9 
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EXHIBIT K-5 


3SA Reg. 1-IITI-203.01 


(5-23-55 ) 


SECTION 203.00—REPLACEMENT STANDARDS 


203.01 REQUIREMENTS. The replacement standards prescribed in this section 
for specified items of property shall be applied by any executive agency (un- 
less specifically exempted in this section) desiring to replace such items. The 
standards prescribed are minimum standards. Executive agencies shall retain 
items of property which are in usable and workable condition even though the 
standard permits replacement, provided the item of property can be used or 
operated an additional period without excessive maintenance cost or substantial 
reduction in trade-in value. 

203.02 Moror VEHICLE REPLACEMENT STanpArps. (Not applicable to Depart- 
ment of Defense.) 

(a) Passenger Cars and Station Wagons.—Passenger cars and station wagons 
may be replaced when they have been operated for 6 years or 60,000 miles, 
whichever occurs first. 

(b) Ambulances.—Ambulances may be replaced when they have been oper- 
ated for 7 years or 60,000 miles, whichever occurs first. 

(c) Buses for Eleven or More Passengers.—Buses for 11 or more passengers 
may be replaced when they have been operated for 8 years. Without regard to 
years of use, such buses may be replaced when they have been operated the 
following number of miles: 


Miles 
TCC G0 isin cars i EEL, ce tk en tee aes 280, 000 
CliPtyee: Us... teks. pe oe 5 ee eee 150, 000 
mchbol-type bu6s...¢..~.d0ds obs hoa cae cee 80, 000 


(d) Multiple-Drive Vehicles.—Multiple-drive (4- or 6-wheel drive) truck- 
chassis combination personnel and property carrying motor vehicles may be 
replaced when they have been operated for 6 years or 40,000 miles, whichever 
oceurs first. 

(e) Motortrucks.—Motortrucks provided with pickup or express, panel or 
sedan-delivery, carryall, van, open van, platform, stake, rack, dump, truck-trac- 
tor, or tank bodies may be replaced in accordance with the following table of 
years or mileage operation, whichever occurs first: 


Maximum gross vehicle weight (pounds) 


years miles 
ROR CEO nasi oes in cides swe kd ena dee 6 50,000 | 1 ton and less. 
ii 2 oO es ee ae ee 7 60,000 | 144 through 214 tons. 
000 | 3 tons and over. 


Tenner Grtns i acwnennnnle 9 80, 


(f) Fleets—Where a bureau or comparable organizational unit owns eight or 
more vehicles in any one of the following classes, not more than 25 percent of 
the vehicles in such class may be replaced in any one fiscal year; where the 
total number of vehicles in any one class is less than eight, not more than two 
of such vehicles may be replaced in any fiscal year: Provided, That all vehicles 
to be replaced shall meet the age or mileage replacement standards contained 
in this subsection: 

1. Automobiles (sedans, coupes, etc.). 

2. All other passenger-carrying vehicles (station wagons, ambulances, 
buses). 

3. All trucks and truck tractors. 

(g) Exception.—If a motor vehicle has been wrecked or damaged (including 
wear caused by abnormal operating conditions) beyond economical repair, such 
unit may be replaced without regard to standards in this subsection after cer- 
tification to that effect by the head of the agency or his delegate. 


Mr. Hanson. Asa part of GSA’s responsibilities, under the Federal 
Property and Administrative Services Act, as amended, we have 
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been carrying on work in several areas in an effort to attain these 
objectives. ‘To implement the motor pool law, passed last year as a 
result of the work of this committee, a great deal of emphasis has 
recently been placed on studies to determine the economic feasibility 
of establishing consolidated motor pools or systems in a number of 
selected areas of high Federal motor vehicle density throughout the 
country. This law is not a favorite of the agencies, but cooperation 
is generally good. 

In addition to the motor pool program, for the past few years we 
have been conducting studies of the governmentwide motor vehicle 
management practices and the management and operation of com- 
parable commercial fleets. These studies show that improving and. 
modernizing Federal motor vehicle management practices and policies 
for the control of Government-owned motor vehicles, including revis- 

ing the existing policy of retaining vehicles until 6 years old or older, 
with a replacement program whic h provides for replacing the vehicles 
at the predetermined age of highest economic return, could save 
millions annually. 

I would like to emphasize at this point, it has been my observation 
that, in general, officials and employees responsible for motor vehicles 
at the operating level are doing a good job, but are sadly handicapped 
with a lot of old, obsolete, and wornout equipment and should not be 
blamed for the ills of our motor fleet program. 

The Federal Government owns and operates the largest fleet of 
commercial motor vehicles in the world. Latest available reports 
indicate an inventory of approximately one-fourth million—224,388- 
automobiles and commercial type trucks used in carrying on the Gov- 
ernment’s everyday activities in the United States, its Territories, and 
possessions. This does not include vehicles used for troop training 
or tactical purposes. We are proud to bring to your attention the 
fact that these inventory figures, for the first time in the history of our 
Government, reflect a reduction. As can be seen by exhibit K-4, this 
reduction for the pas: year was 36,600 vehicles, representing an annual 

saving of nearly $20 million. This saving resulted from motor 
vehicle management improvement, sponsored by GSA and the Bureau 
of the Budget and supported by this and other congressional 
committees. 

These one-fourth million vehicles—automobiles, station wagons, 
light and medium trucks—represent a capital investment of approxi- 
mately $500 million. They are operated approximately 2 billion miles 
a year at an annual expense to the taxpayer, including cost of replace- 
ment, maintenance, and operation, of more than $200 million. hon ney 
reports indicate that more than 40 percent of these vehicles are now 
6 years old and older. The average age of the fleet is increasing 
yearly—from 4.3 years, July 1, 1953, to 5 years, July 1, 1955. The 
present replacement cycle, as indicated by purchases over the past 
4 years, is only 12 percent of the fleet per year, or on an 8-year basis. 

‘The cost of maintenance has increased in proportion to the increase 
of the average age of the vehicles: for example, the civil agencies 
reported maintenance costs for their fleets in 1952 at $221 each vehicle 
per year; 1953, $240; 1954, $273, and the reports for this year will 
probably reflect an annual average maintenance cost of $300 per 
vehicle. This represents the average increased cost of 0.2 cents per 
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mile per year. The relationship of these two factors is shown by 
exhibit K-3. 

Based on the 2 billion miles per year operation, this represents an 
increase in maintenance costs of $4 million each year—enough waste 
during the past 4 years to have purchased a new fleet of more than 
10,000 sedans—$16 million divided by $1,400. 

In recent years, industry has definitely established the fact that 
fleets of vehicles which are replaced at a predetermined age of the 
highest economic return—that is, an age providing for the replac ement 
of vehicles before major maintenance expenses are incurred—can be 
operated a great deal more economically than those fleets where the 
vehicles are retained year after year, with the increased costs of age. 

Normally the economic age of replacement for a Government-owned 
passenger car (sedan) should be just before its third birthday or at 
about 50,000 miles of operation, whichever comes first. At this point, 
the three enemies of motor vehicles—rot, rust, and deterioration— 
begin to take their toll and the cost of repairs mounts upward rapidly. 
Prior to this age, the average cost of maintenance per vehicle is about 
$70 per year—certainly it should not exceed $100. However, beyond 
the point of economic replacement, the cost of maintenance for vehicles 
goes up fast, and after the 4th or 5th year becomes, in some instances, 
as much as $350 me vehicle per year—an average cost of about $250 
per vehicle per year. A new automobile costs the Government only 
about $1,300. Therefore, the repair cost of operating 5 such overage 
vehicles for 1 year—5 times $250—is suflicient to purchase a new sedan. 
The Government is now operating more than 10,000 sedans 6 years and 
older. 

Subsequent to World War II, the Government established minimum 
replacement standards as regulations and guides for the replacement 
of Government-owned vehicles (exhibit K—5). It was intended that 
these standards would eventually become maximum standards at the 
expiration of the crisis following World War II. However, the 
necessity for wholesale replacement of overaged and wornout vehicles 
subsequent to the war, followed by the scarcity of critical materials 
resulting from the Korean engagement, has required the continuation 
of the standards as minimum ‘requirements and has prevented the 
implementation of any regulatory maximum replacement limitations. 

In view of the present 8-year replacement cycle which has resulted 
from an effort to reduce the cost of Federal fleet operation, through 
limitation on purchases, there has been nothing to gain by liberalizing 
these existing standards, until such a time as the Government policies 
for fleet management can be completely revised and a practical plan 
worked out which would be based on obtaining the following as 
objectives for a Federal fleet management plan: 

1. Establish maximum mandatory motor vehicle replacement stand- 
ards for Federal vehicles comparable to those adopted and proven 
by industrial fleets as being productive of greatly improved economy 
in overall fleet maintenance. Under present conditions, fleet replace- 
ment would probably be recommended as follows: 

(a) Sedans and station wagons—prior to third birthday or 
at about 50,000 miles, whichever comes first ; 

(6) Pickup trucks, panels, and carryalls—prior to fourth birth- 
day or 50,000 miles, whichever comes first: and 
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c) Light or medium general purpose trucks—at about 5 years 
or 60,000 miles of operation, Whivhever comes first. 

Such standards cannot be predetermined for an indefinite per iod 
of time, and it would be necessary to provide for annual review and 
adjustment so as to establish the proper replacement age as dictated by 
market conditions, use, and other factors. 

2. Establishment of annual departmental or bureau fleet limitations: 
Under present policies, Congress exercises a direct control over the 
purchase of passenger-carry ing vehicles only—approximately 20 per- 
cent of the fleet. If Congress desires to establish control over Federal 
motor vehicles, it should be all-inclusive and could better be exercised 
by requiring each agency or bureau to justify the size of the fleet 
required to carry on its activities rather than require the justification 
of the purchasing of each sedan. 

Authorize agencies to acquire fleet replacements as needed 
accordance with the established, and annually reviewed, mandatory 
motor vehicle replacement standards, but always within the fleet limi- 
tation as approved by Congress for each agency. 

The cost of operating motor vehicles is, to say the least, a controver- 
sial subject. Recent studies carried on by management consultant 
firms and other experts in the field show that the annual cost of oper- 
ating a privately owned sedan 10,000 miles a year is more than $950. 
The : average Government cost of operating se dans, as reported by the 
agencies, is somewhat less than that—in the neighborhood of $760 a 
year, 

Government purchase cost of sedans at the factory has averaged 
$1,278 each over the last 9 months. This is the same vehicle which 
is advertised to the public at a factory price of $1,800. This type of 
vehicle is selling on the used-car market at between $900 and $1,000 
when disposed of between its 2d and 3d birthday. Hence, the 3-year 
depreciation cost, under an early replacement program, would not be 
more than $150 a year, as against a present average depreciation cost 
of $200 per year per sedan. 

Maintenance costs for sedans disposed of under an accelerated 
replacement plan should not exceed $70 per year, as against present 
reported costs of more than $220. Hence, measurable savings would 
be not less than— 

Per year 


Depreciation i 413. 
Maintenance 


Total 


Similar savings are to be obtained in connection with the earlier 
replacement of other common-use vehicles such as pickup trucks, sta- 
tion wagons, sedan deliveries, carry: alls, and other utility motor trucks. 
T herefore. at least 170,000 vehicles—75 percent of the present reported 
fleet—are susceptible to savings of about $200 per vehicle per year, 
or approximately $30 to $35 million per year, if all are replaced on an 
accelerated cycle. 

Considerable inte rest has been evidenced recently at the possibility 
of renting motor equipment for the Government, and the question is 
asked repeatedly as to the advantages to be obtained from rental in 
lieu of Government ownership. Studies over the past several years 
by GSA indicate that economically the advantages are doubtful. The 
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Government’s advantage of approximately 31-percent discount ob- 
tained in the initial purchs ise price makes it extremely difficult for 
any private concern to successfully rent vehicles to the Government at 
a cost comparable to Government cost and still enjoy a profit. There 
are certain conditions under which rentals can be to an advantage to 
the Government, such as for peak loads, intermittent transit travel, 
and for certain activities with unusually ‘high annual mileage opera- 
tions, and GSA is constantly exploring the market for any such possi- 
bilities that may develop. This is a major part of our current motor- 
pool studies. 

Mr. Chairman, as we have told members of your staff, we are also 
constantly exploring these possibilities with other agencies. 

However, the cost comparisons developed by GSA to date indicate 
that usually rentals are not advantageous to the Government, as is 
shown by the following table: 


Cost comparison 





ersus Government ownership 


Pe. j 


Ist year | 2 years 
| 
1, Yearly cost comparisons: F 
a) Average cost for operating a Government sedan (11,000 miles a 
UE ie teciee: saad dani cast $650 | $1, 500 
(b) Average cost for leasing a sedan (lowest quotations obtained) _____| 1, 290 2, 100 
Additional cost for leased vehicles.............__-- 640 | 600 
: ee 
2. Particulars of cost comparison are: | 
(a) Government-owned sedan: | 
Purchase price - ne oad . / | 1, 400 1, 400 
Operating cost, 3 cents a mile (11,000 miles a year) | 330 660 
Maintenance (present average repair cost) 220 440 
Total... | 1, 950 2, 500 
Resale price 1, 300 | 1, 000 
Net cost (shown as 1 (a) above)._._______- 650 | 1, 500 
Leased sedans: 
Time: 
$80 a month Z : oS ak 960 |... 
$60 a month. sttatibiell Sc aaaaihd = 1, 440 
Distance, 3 cents a mile (11,000 miles @ year)... oon 330 660 
Net cost (shown as 1 (b) above) ..____- raat 1, 290 | 2, 100 
| 





Mr. Chairman, as you have indicated, there is a big field for im- 
provement in the management and operation of the Federal motor 
equipment. The need for modernization is not restricted to the prob- 
lems already discussed. The chairman’s proposal to recommend a 
special congressional subcommittee to review the whole subject of 
motor equipment management in the Government would be welcomed 
by GSA. 

GSA has recognized the need for review and study of several facets 
of the Federal fleet management policies and has undertaken the 
accomplishment of these objectives within funds available. There- 
fore, the opportunity to discuss these problems with this committee 
is welcomed. We would like to suggest that some of the more impor- 
-_ areas needing study are: 

Adoption by ‘the Government of commercial fleet practices which 
es proven to be productive of economies, including procedures for 
replacing Government-owned motor vehicles at the age of oe 
economic return—this would save millions of dollars wasted each yee 
on repairs of wornout equipment ; 
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Codification and modernization of existing motor vehicle regula- 
tory legislation so as to provide for establishing better control and 
to eliminate abuses and injustices arising from present laws or the 
interpretations thereof; 

3. Legislation establishing ceilings on the amount that can be ex- 
pended ‘for the rental of motor vehicles—similar to present legisla- 
tion which limits the amount of money that can be expended to pur- 
chase a sedan; 

4. Establishment within the executive department of the Govern- 
ment of a central registration of all Federal-owned motor vehicles— 
all State, county, municipal, and privately owned vehicles are regis- 
tered and identifiable through State registration bureaus but the iden- 
tification of the Federal office or the Federal officials directly responsi- 
ble for a Government-owned vehicle is sometimes time-consuming and 
difficult ; 

5. Legislation to provide insurance coverage for Federal employees 
operating a Government motor vehicle on official business. H. R. 
4492 with some minor modification would provide this needed relief. 
The cost of Federal Employees’ public liability and property damage 
insurance coverage to operate Government wera ‘les in some cases is 
double the cost for coverage for his personal car, or as much as $100 
per year. 

Mr. Hanson. Thank you, sir. 

Mr. Cuuporr. Do you have any questions, Mr. Lanigan ? 

Mr. Lanican. Yes; I have 1 or 2. On this comparison on page 4, 
where you say, “Average cost for leasing a sedan (lowest quotations 
obtained)”"—do those include quotations under a depreciated plan 
such as Peterson, Howell & Heather utilized ? 

Mr. Hanson. I don’t know exactly what testimony has been given 
here, but I have been familiar with Peterson, Heather & How- 
ell’s program for several months, I guess about 2 years. I know some 
of the gentlemen quite well. 

I have never been able to get a firm price as to what it would cost 
per year to use vehicles under their plan, but the lowest figure quoted 
here would be, in my estimation, as low as the cost of leasing from 
them. 

Mr. Lanican. Now, does the Government have a standard cost 
accounting system for keeping track of the cost of operating and 
maintaining the Federal fleet of motor vehicles? 

Mr. Hanson. A number of years ago the Bureau of the Budget, 
the General Accounting Office. in cooperation with the interagency 
motor equipment advisory committees developed a recommended cost 
keeping system for motor equipment throughout the Government. 
But its use is not mandatory. At the present time GSA is making 
extensive studies in 10 cities throughout the country to develop 
whether or not it is economically feasible to set up motor pools. Our 
studies have shown that there are many agencies without accurate or, 
I should say without complete, cost figures on the operation of their 
fleet. As a result it is very difficult to find out exactly what it is 
costing to operate motor vehicles. Again the agencies ‘do not have 
the figures set up in such a way as to give motor-vehicle costs separate 
from other activity costs. 

Some agencies have quite complete systems for keeping track of 
motor-vehicle costs, but it is impossible at the present time to arrive 
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at an overall accurate figure as to what it is costing the Government 
to operate its motor equipment. 

Mr. Cuuporr. Do you think we could work out some uniform sys- 
tem that would be applicable to all agencies so proper studies could be 
maintained without very much diffic ulty ? 

Mr. Hanson. Certainly, I think we could. The Post Office Depart- 
ment is in the midst of working out a very complete system now. I 
think standard procedures could be set up that would give the Govern- 
ment the information needed to effectively control the cost of its fleets. 
It is essential to know what costs are if you are going to have any 
modern industrial types of control. 

Mr. Cuuporr. Don’t you think there should be set up in General 
Services Administration a special bureau for motor vehicles, and 
the departments be required to submit certain either weekly or monthly 
or quarterly, or semiannual reports to the Bureau so they could keep 
a set of cost figures before them at all times, so they could determine 
whether the costs of operating Government vehicles are increasing or 
decreasing, and if they are increasing, why they are increasing, so 
that the situation could be remedied immediately by the Bureau of 
Motor Vehicles of the General Services Administration ? 

Mr. Hanson. I think such information is necessary within the 
Government. Certainly it is the essential basic factor around which 
good management programs in industry have been developed. 

As to the frequency of the reports, of course, that would have to 
be worked out as well as what information is needed. They would 
have to keep that to a minimum, or the cost would exceed the benefit. 

Mr. Cuuporr. I understand that, but with good accounting meth- 
ods and probably IBM machine methods of keeping track of motor 
vehicles, probably millions of dollars could be saved every year, and 
not only could millions of dollars be saved, but the morale of the 
employees could be kept up by the fact that if regulations would allow 
more frequent replacement of motor vehicles, they could get to their 
destinations quicker and better, and their nerves would be better, so 
they could do a better job. 

Mr. Lantcan. Does the General Services Administration have any 
authority at the present time to require a uniform accounting system 
for federally owned automobiles ? 

Mr. Hanson. On that question T’ll have to answer generally, then 
I would like to check with counsel. I think the answer is we do not 
have the authority. I think such an authority would rest within the 
Bureau of the Budget and the General Accounting Office. Mr. Bar- 
ron, could you clarify this point ? 

Mr. Barron. I haven’t been sworn as have the others. 

Mr. Cuvuporr. You won’t have to be. You’re a member of the bar, 
aren’t vou? 

Mr. Barron. Yes, sir. 

Mr. Cuuporr. You are counsel of the Bureau Mr. Hanson is head 
of ? 

Mr. Barron. Yes, sir. We have general authority in the property- 
management field, but for this purpose we think it would avoid any 
question if the authority were made specific on this point. 

Mr. Cuvporr. In other words, you feel as though there ought to 
be an act of Congress. Legislation should be introduced and passed ? 
Mr. Barron. If it is to be clarified, yes, sir. 
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Mr. Cuuporr. Of course, I think you will agree we shouldn’t be in 
a hurry to do it. We'll have to make a study ‘to insure proper legis- 
lation will be introduced. 

Isn’t it true, Mr. Hanson, that many States have the same problem 
the Government has on a smaller scale, and many States, like Cali- 
fornia, have set up motor-pool authorities, and States like Maryland 
and | ennsylv: ania are going into the matter of using cars for a year 
or 2, and selling them at retail, and finding they can operate their 
fleets in an economical w ay ? 

Mr. Hanson. That’s right. Many cities also. Chicago, Philadel- 
phia, are examples. I have consulted with them on their problems. 

Mr. Cuuporr. Philadelphia just set up that pool arrangement about 
a year and a half ago. 

‘Mr. Hanson. Yes, sir. It’s a common problem. 

Mr. Cuuporr. Do you think the General Services Administration 
could make the study by itself, or do you think it would require a 
special select committee of the Congress to make the study ? 

Mr. Hanson. General Services Administration can and has done a 
large amount of the groundwork, but because of the scope of the 
problems involved, a select committee of Congress, with which the 
General Services Administration could work, would be the answer 
to it. 

Mr. Cuuporr. Do you think you have a large enough staff in your 
Bureau so you could loan members of your staff to a congressional 
‘committee to help conduct the study! ? 

Mr. Hanson. I wish I could say “Yes,” but with the limited funds 
we have GSA just doesn’t have a very large staff on this work. How- 
ever, we'll do everything we can to help. The scarcity of funds in 
the past has kept us from making the study we would like to have 
made. 

Mr. Cuuporr. You understand this is a technical field, and a Con- 
gressman, just like any man, may be far from expert in the field. 

Mr. Hanson. I would like to suggest this thought as a possible solu- 
tion: In the past GSA has sponsored i in W ashington an interagency 
motor-equipment advisory committee, made up of representatives, 
from the various agencies and departments who are experts in this 
field. This committee has been called upon to study many different 
motor-equipment problems which affect the Government. In addi- 
tion, GSA has sponsored a dozen similar interagency motor-equipment 
committees throughout the country; composed of those Federal em- 
ployees actually responsible for the operation and management of 
Government motor vehicles. 

It is suggested that when the special committee is ready to start work 
on this problem, ( 7SA will furnish every assistance possible. If addi- 
tional funds are available for the work, the technical staff can easily be 
furnished. In addition, it would seem that it would be a definite bene- 
fit to all concerned to draw upon these interagency committees, spon- 
sored by GSA, for assistance, advice, and information. This would 
give the special congressional committee the benefit of the technical 
experience of all agencies as well as GSA. It would also provide the 
agencies with an opportunity to be heard. 

Mr. Cuvcporr. Thank you, Mr. Hanson. 

Mr. Lanican. Has General Services Administration drafted am 
legislative proposals along the lines discussed in your items 2 and 3 
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on page 5 of your statement? That is looking to the codification and 
modernization of the present legislation establishing savings on 
rentals. 

Mr. Hanson. We have worked on a draft of a proposal for a ceil- 
ing on rentals. The need for codification deals with laws that go 
back, as far as 1894, and would require a lot of legal research work 
which we have been unable to undertake. 

We have discussed with the Bureau of the Budget the need for 
legislation for improving the management, but don’t have any formal 
proposal for legislation that we could supply the committee with at 
this time However, GSA would be glad to work with your staff in 


drafting necessary language if requested. we 
Mr. Barron, am I right in saying we have not yet worked out spe- 
cific language ? or ¢ 
Mr. Barron. That is correct. N 
Mr. Lanican. Have you found legislation establishing the ceiling bid: 
on the amount the Government can pay in purchasing a car has had has 
a salutary effect so far as the Government finances are concerned ? mal 
Mr. Hanson. It has had its good and bad points. What it does is N 
keep the procurement of sedans in the so-called low range, the Ford, or 5 
Chevrolet, Plymouth, class, and limits the amount of procurement in you 
the higher brackets to those vehicles specifically authorized by Con- Ind 
gress. Without such limitation there would be nothing to prevent rien 
the purchase of more expensive cars. That is the main benefit from M 


the ceiling limitation. you 
Along with the dollar limitation, as you know, there is a numerical mor 
limitation placed each year on the number of sedans agencies or bu- bees 
reaus can buy. Each year, there is a tremendous amount of work in lati 
connection with approving the authorization to buy 1- or 2-passenger for 
cars. The result has been the increase in average vehicle age from old 
4.3to5and up to6 years, This has been a bad feature. 79 p 
Mr. Cuvuporr. One thing we are all sure of is that the 6-year limita- whe 
tions placed upon replacement of motor vehicles is definitely inade- chal 
quate. M 
Mr. Hanson. That is right. M 
Mr. Cuuporr. And should be placed at a rather younger age, and NA 
whether it is 1, 2, or 3 years, is something the study might reveal. mar 
Mr. Hanson. I think any legislation on that, if I might suggest, basis 
would have to provide for a continuing study because economic con- M 
ditions vary from year to year, and it is necessary also to take into dep! 
consideration use and other factors which do affect the economical duri 
replacement age. 5 ye 
fr. Cuuporr. We would expect the General Services Administration M 

to give the Congress proper reports every 6 months or every year on seem 
the motor-vehicle situation. They would have to keep an up-to-the- lead 
minute cost-accounting system—a perpetual system. Once it got IT 
started, I think it would operate in a much easier fashion than you ago. 
contemplate at the present time. I res 
Mr. Hanson. We certainly need it, sir. It would save millions of and 
dollars. show 
Mr. LanicAn. Has General Services Administration made any two. 
studies on comparative costs of maintaining 8-cylinder cars against M 


6-cylinder cars? nate 
cars| 
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Mr. Hanson. The only answer I can give you on that is“No.” We 
are experimenting with a few eight- cylinder ‘ars that we put into 
Denver to see whether or not they will meet the requirements of the 
agencies out there, where, as you know, we have that terrific mountain 
range to the west and a requirement for a lot of power. We have just 
started that, so we don’t know what the answer is. We bought a 
limited number and put them in there this spring. 

Mr. Lanigan. Did you buy them within the $1,400 ceiling ? 

Mr. Hanson. Yes, sir. 

Mr. Laniean. Low-lines cylinder? 

Mr. Hanson. No; in this case we bought top-line 8-cylinder, which 
we were able to get for $1,400. 

Mr. Laniean. Is this a special experiment with the manufacturer 
or did you just go into the market and found you could get it? 

Mr. Hanson. We went into the market and advertised and received 
bids for them. We got them for less than $1,400 each. The market 
has been highly competitive and there has been a race among the 
manufacturers. We took advantage of it and bought these cars. 

Mr. Lanican. You mentioned in your discussion here about a 3-year 
or 50,000-mile limit for operating your cars before trading in. Where 
you have rough mountainous country, such as you have on various 
Indian reservations such as has been described to us, would your expe- 
rience indicate that the cars have a shorter useful life in those areas? 

Mr. Hanson. I mentioned a minute ago that use is one of the things 
you would have to take into consideration. The 3-year idea is based 
more on the economies of the used-car market than on any other factor 
because we get the 31-percent initial purchase discount. Our calcu- 
lations indicate that the depreciation figures on the present market 
ior the past 6 months roughly average : about 37 vercent for a l-year- 
old car, 55 percent for a 2 2. year-old, 69 percent for a 3-year- -old, and 

79 percent for a 4-year-old. Of course, anyone is sticking his neck out 
when he quotes figures on the used-car market because anybody can 
challenge them and probably cite figures to prove his contention. 

Mr. Cuvporr. That depends on the market, too. 

Mr. Hanson. We made a rundown on this and checked all the 
NNADA’s and for a period of 2 or 3 months checked on the auction 
markets to get an idea of the present average prices on a nationwide 
basis. 

Mr. Cuuporr. Of course, if the source of supply should become 
depleted, why, your depreciation would be much different. I know 
during 1942 some people bought Plymouths in 1942, drove them for 
8 years, and got $1,100 for them when they traded them in. 

‘Mr. Hanson. There was quite a situation about that time. We 
seem to be running into a definite trend in the market now that might 
lead to some more lowering of the used-car market. 

I would like to get back to something counsel mentioned a minute 
ago. He asked about the relative cost of 6- and 8-cylinder vehicles. 
Tread something a while ago that dealt with the studies on 6-cylinder 
and 8-cylinder cars. The “records, according to this report, did not 
show any appreciable difference in the cost of operation between the 
two. 

Mr. Cuvporr. Don’t you believe eventually they are going to elimi- 
nate the 6-cylinder automobiles and manufacture only 8-cylinder 

cars? 





290 CONTRACTS FOR RENTAL OF AUTOMOBILES 


Mr. Hanson. This will probably happen in a few years, according 
to talk around Detroit. There has been a definite try to prove the 
economy of the 6-cylinder engine, but the public wants 8-cylinder 
‘ars and it seems to be the coming thing. 

Mr. Cuuporr. At one time all the companies made 4-cylinder cars, 
and they eliminated them, practically, outside of your very small cars, 
like Crosley and cars like that. You can’t buy a 4-cylinder auto- 
mobile. 

Mr. Hanson. It appears that motor-vehicle engines of tomorrow 
will be the 8 cylinders, high compression, short stroke, and larger 
bore. 

Mr. Cuuporr. It would be a V engine. 

Mr. Lanican. Now, you explained the 3-year limitation on the basis 
of the market. I don’t think you went into the 50,000-mile thing. 
We were discussing this hard type of terrain that some of the cars 
have to traverse. 

Mr. Hanson. I hedged a bit here by saying approximately 50,000 
miles. 

The reason is that the average life of a car today under normal 
conditions follows a general pattern about like this—at around 50,000 
miles, you begin to run into your first major repairs. You are 
probably going to have an engine overhaul, ring job, a valve job. 
You are going to have transmission repairs. You are going to have 
some rear-end trouble. The radiator is beginning to wear out. 

If the car has harder use, the repair point is going to come a little 
sooner. If you are driving under highly ideal conditions, a nice 
road, maybe a hundred-mile trip a day with no stops or starts, it will 
maybe be possible to get 70,000 miles or more before you reach repair 
point. 

If you have bad terrain and rough operation, you would have to 
lower your 50,000 miles. The amount of reduction will depend upon 
the severity of the use. 

The point is to get rid of that car before you start spending a lot 
of money on repairs. 

Mr. Cuuporr. Do you think an automobile used in New Mexico, 
on an Indian reservation, would begin to go after 50,000 miles, or 
would be shot? 

Mr. Hanson. Mr. Chairman, I have been down there, and I would 
say any automobile used on that reservation would begin to show wear 
much sooner than a vehicle used on good roads. They get terrifically 
hard use. Whether the repair point would be 50,000 or less depends 
on the use and care given the vehicle. 

Mr. Cuuporr. It would be the same thing in a national forest: 
wouldn’t it? 

Mr. Hanson. Yes, sir; they get tough use on those jobs. The roads 
are bad and the trips are hard. What is seldom recognized also is 
the atmosphere conditions are very bad. In the desert there is a tre- 
mendous amount of silica in the air, which gets into the engines. It 
can’t be helped. It even gets into the gears. That tends to wear the 
cars out faster. 

Mr. Lanigan. Have you made any study of the relative advantages 
of the Government-purchased cars as against the employees operating 
their own cars on a mileage basis? 
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Mr. Hanson. If employees want to operate their cars on a basis 
of 7 cents a mile for the Government, the Government would be ahead 
to let them do so. I don’t know how the employees would make out. 

‘ach agency is allowed to pay as they see fit, up to that 7-cent-a- 
mile authori ization, Some agencies pay as low as 4 or 5 cents. Some 
pay as high as 7 cents. 

I think there is a bill in process now to raise it to 8 cents. 

Mr. Cuuporr. The bill is in conference. The House bill, I don’t 
think, had any allowance for increased mileage cost. The Senate bill 
did. The bill did come out of the Government Operations Committee. 

Mr. Hanson. I might say this: There is a considerable amount of 
Government employees’ usage of employees’ automobiles. 

GSA is finding in these studies we are m: aking that this use is more 
than generally realized. 

Mr. Lanican. Now, I think we had some testimony to the effect 
that when the Bureau of Indian Affairs went to studying the auto- 
mobile problem, they came over and talked to you. There was some 
statement that you had suggested they might talk to Peterson, Howell 
& Heather. Could you tell us what was said at these conferences, ear ly 
conferences of the Bureau of Indian Affairs with you? 

Mr. Hanson. At some date, I wouldn’t even begin to place it within 
months, a gentleman came over 1 day from the Bureau of Indian 
Affairs. 

Mr. Lanican. Do you recall his name? 

Mr. Hanson. I think I remember his name, but I could not swear 
to it. 

As I remember, he told me he was making a study in connection 
with the problem of rental of motor vehicles. I gave him all the infor- 
mation I had handy. I loaned him the brochures I had, and men- 
tioned to him several companies from whom he could get information, 
such as Avis; Rollins; Hertz; A. R.; Peterson, How ell & Heather, and 
so on. These are companies with whom I keep in touch all the time 
to see if there is anything new in this field. 

I remember distinctly telling him about Peterson, Howell & Heather, 
as men I had talked to, who had been very friendly and had given a 
lot of free information and who seemed to be interested in advising 
on problems of the Government. I suggested that this would be one 
place to find out further information on rental. I don’t recall in 
detail what was said, or anything else. As to what transpired after 
that, I have only vague information and secondhand knowledge. 

Mr. Lanican. Did you make any recommendation to them as 
between rental and purchase of cars ? 

Mr. Hanson. I couldn’t answer that positively. If I did, I prob- 
ably recommended about as I have stated here today, that it was a 
field you have to study very closely; that you would have to base 
findings on the facts pertaining to the case in mind. 

I have worked with a lot of the representatives of other agencies 
during the past month on the rental problem. Interior had a rental 
contract to furnish cars for the Park Police with one of the Pontiac 
people. I believe it was a good deal for the Government. It was 
so good that the vendor wouldn’t renew it at the end of the contract. 

We have been continually searching for desirable contracts, trying 
to find a place where the Government could rent vehicles at a saving. 
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We have worked with all the agencies. I have discussed the prob- 
lem with most of them. GSA just hasn’t come up with anything 
that looked like it was a money saver. 

The military, by the way, is exploring the market throughout the 
country, asking for bids in various plans. 

Mr. Cuuporr. I noted under the date of March 1954, the General 
Services Administration, Federal] Supply Service, put out a volume 
called A Proposal for Improving Motor Vehicle Management; is 
that the latest ? 

Mr. Hanson. Yes,sir. We have not had the funds or the personnel 
to revise that and bring it up to date. We would like to, because 
the depreciation figures, particularly, should be revised in accord- 
ance with the current market. 

However, the concept as stated therein still holds good. GSA 
would like to have further study on it, and future action, if possible. 

Mr. Cuuporr. I think we are going to give it study, and some 
action. I don’t know how soon, but as soon as we can get to it. 

Mr. Hanson. GSA would appreciate that, sir, and I would like to 
say, this, sir: The Administrator of GSA, Mr. Mansure, and the 
Commissioner of the Federal Supply Service, Mr. Mack, couldn’t be 
here today, but they requested me to advise you of their personal 
interest in this problem and to express their gratitude to you for the 
opportunity to come over here and explain GSA’s views. They 
wished me to assure you of GSA’s continued cooperation with this 
committee. 

Mr. Cuuporr. We are much pleased you came over and cooperated 
with us. We feel that you are on the right track, and we are on the 
right track, and as a result of this little incident that occurred, al- 
though it might not appear to be anything on its face, it will go a 
long way in improving the situation, and, I am sure, save the tax- 
payers millions of dollars. I have no further questions. I think 
this testimony of Mr. Hanson’s closes the hearings. 

I want to thank everybody that came and cooperated, and even 
though we might have been a little harsh with some of the witnesses 
of the Bureau of Indian Affairs, we have a job to do and a duty to 
carry out, and this committee is always on the alert, trying to find 
situations that require study and recommendations. And I think 
that, even though it was necessary for us to criticize you harshly, a 
lot of good will come out of the situation in the long run. 

Mr. Hanson. I thank you, sir. 

Mr. Cuuporr. We will keep the record open for 5 days to receive 
any communications that any of the departments, witnesses, or cor- 
porations involved in the hearings wish to submit. 

We now stand adjourned. 

(Whereupon, at 4: 45 p. m., the subcommittee adjourned.) 
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